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A 7-Ton Bite into 


Jl 





the Nation’s NEWEST COPPER MINE 


Anaconda’s new open pit copper mine at 
Weed Heights, near Yerington, Nevada, is 
the first new copper mine to be put into opera- 
tion in this country since World War II. Be- 
fore ore could be economically mined, mil- 
lions of tons of waste material—what miners 
call “‘over-burden”—had to be removed. It 
was officially opened on November 10, 1953, 
when the huge jaws of the electric power 
shovels began taking 7-ton bites. 


.. ANACONDA 


COPPER MINING COMPANY 


Each month the new Yerington mine and 
beneficiation plant will be shipping about 
5,000,000 pounds of copper, in the form 
of precipitates, to Anaconda’s plants in 
Montana for smelting and refining. 

The nation’s newest copper mine is typical 
of Anaconda’s constant efforts to develop 
mining resources, advanced metallurgical 
processes and new and better metal products 


at its manufacturing subsidiaries 53278A 


The American Brass Company 

Anaconda Wire & Cable Company 

Andes Copper Mining Company 

Chile Copper Company 

Greene Cananea Copper Company 
Anaconda Aluminum Company 

Anaconda Sales Company 

International Smelting and Refining Company 


FIF 


WIN 
of 
STU 


JOH 


JAN 


Guaranty Trust Company 
of New York 


140 BROADWAY 


New York 15 
FIFTH AVENUE art 44TH STREET MADISON AVENUE art 60TH STREET 
New York 36 New York 21 
40 ROCKEFELLER PLAZA 
New York 20 
LONDON PARIS BRUSSELS 








Condensed Statement of Condition, December 31, 1953 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers 





$ 678,498,137.81 


U.S. GevmeetGuaetiems Sw tt ll lh hhh 742,993,429.92 
Loans and Bills Purchased ........ + © « «© © © « « « 41,405,297,410.79 
Public Securities . . _ «se «© «ee» 2 » See 
Stock of Federal Reserve Bank a ee sg ee ee a 9,000,000.00 
Other Securities and Obligations . 55,073,544.41 
Credits Granted on Acceptanc es. ae ee ee 16,848,254.10 
Accrued Interest and Accounts Rec sinalile ‘to tae a eae 14,263,824.36 
Real Estate Bonds and Mortgages . . ° + 5,904,281.12 137,581,708.19 
ee ae ee ee ee a ee ee ee ee ae a 8,228,033.93 


ee eee |g. ee! eh we ee bere dee ee 


. _$2,972,598,720.64 


LIABILITIES 
CE os oe 8 4S 4 Oe eS eS eee 
ye ec ew me a a . 200,000,000.00 
Undivided Profits. . . . . ee ee ee ee ee : 90,884,015.32 
Total Capital Funds . eo eee le we me ee ee me ce 
Deposits .... . Se ee oe a ae a Be a ae Ce ee 2,520,952,092.61 
Pores Funds Borrowed i "ee ll le ee, ee eee ae. Bee ee 1,050,000.00 
Acceptances i <6 me. woe! ele - $ 21,057,238.34 
Less: Own Ace eptane es Held for Investment . . ‘ 2,426,362.55 
$ 18,630,875.79 
Dividend Payable January 15, 1954: 
+ «et tee ee ee ee, ee 3,750,000.00 
Extra. . ra re a ee ee 2,500,000.00 
Items in Transit with Foreign Br suahes ee eee a ee 555,355.42 
Reserve for Expenses and we. + s 23,713,552.38 
ee ee kk me ae? al Ww od ew RD a Le 10,562,829.12 59,712,612.7] 
po ee eee eee ee eee ee ee eh! 


Securities carried at $143,178,545.18 in the above statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
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Board, The Columbia Gas System, Inc. 
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The Berwind-White Coal Mining Company 


WALTER S. FRANKLIN President, 
The Pennsylvania Railroad Company 


LEWIS GAWTRY 


W. ALTON JONES Chairman 
of the Board, Cities Service Company 


CORNELIUS F. KELLEY Chairman of the 
Board, Anaconda Copper Mining Company 


WILLIAM L. KLEITZ President 


CHARLES S. MUNSON Chairman of the 
Board, Air Reduction Company, Inc. 
WILLIAM C. POTTER 


Member Federal Deposit Insurance Corporation 


CARROL M. SHANKS President, 
The Prudential Insurance Company of America 


EUGENE W. STETSON Chairman, Executive 
Committee, Illinois Centra] Railroad Company 


KENNETH C. TOWE President, 
American Cyanamid Company 


THOMAS J. WATSON Chairman of the Board, 
International Business Machines Corporation 


CHARLES E. WILSON Trustee, 


The Ford Foundation 


ROBERT W. WOODRUFF Chairman, 
Executive Committee, The Coca-Cola Company 








Continental Illinois National Bank 
and ‘Trust Company of Chicago 


BOARD OF 
DIRECTORS 


WALTER J. CUMMINGS 
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President 
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THEODORE V. HOUSER 
Vice Chairman of the Board 
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Banker 
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International Harvester Company 
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President, Standard Oil 
Company (Indiana) 
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DECEMBER 31, 1953 


RESOURCES 


Cash and Due from Banks...........+++-$ 699,384,693.80 
United States Government Obligations... 1,116,306,511.59 


Other Bonds and Securities..........ee0. 
ROO BE TCO. 6c 0c cccccccesnceses 
Stock in Federal Reserve Bank........00. 
Customers’ Liability on Acceptances..... 
Income Accrued but Not Collected...... 


Banking Pe. sie ceiignweneeasibers 


LIABILITIES 


147,144,814.46 
793,434,004.24 
5,250,000.00 
1,488,697.78 
8,152,916.24 
8,400,000.00 


$2,779,561,638.11 


errr Fe 


DEE, 6 vi 660 6c scwedndieesictinees 
Reserve for Taxes, Interest, and Expenses. 
Reserve for Contingencies........sseeeee 
Income Collected but Not Earned........ 
Capital Stock (2,250,000 shares. Par value $33%)+seeeees 


Surplus....... 
Undivided re 


1,488,697.78 
14,610,427.19 
18,108,730.42 
924,150.87 
75,000,000.00 
100,000,000.00 
32,929,237.15 


$2,779,561,638.11 





United States Government obligations carried at $257,713,044.44 
are pledged to secure public and trust deposits and for other 


purposes as required or permitted by law 


LA SALLE, JACKSON, CLARK AND QUINCY STREETS 
LOCK BOX H, CHICAGO 90, ILLINOIS 


Member Federal Deposit Insurance Corporation 
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on Lake Koenigssee in the Bavarian Alps. 
Nearby is the old town of Berchtesgaden 
where Hitler once built a private mountain 
fortress —- which proved to be the fortress 
that failed. In this age steel and concrete 
alone cannot preserve man or nation, or for 
that matter individual fortunes comprised, 
as they are today, largely of “paper assets” 
needing constant check and supervision. The 
events of 1945 brought about the end of 
Hitler’s domination; those of 1953 led to 
the cessation of fighting in Korea. With each 
new year there is the possibility that some 
of our major problems will find solution — 
even though new problems rise to take their 
place. Future generations may mark the 
change of the year as the end of an era. 


—Photo from Pan American World Airways 
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Life Insurance Permissible in 
Profit Sharing Retirement 
Plans 


Under a ruling announced January 
4th by the Internal Revenue Service, 
profit-sharing retirement plans provid- 
ing for investment in ordinary life in- 
surance contracts will no longer be dis- 
qualified for tax exemption under Sec- 
tion 165 (a) of the Code. The typical 
plan, submitted by the American Life 
Convention and Life Insurance Associa- 
tion of America, calls for investment in 
ordinary life policies by trustees of up 
to 50% of the profits allocated to the 
plan and for conversion of these polli- 
cies into retirement-income contracts 
when the employee retires. 


A AA 


Trust Audit “At Least Once in 
12 Months” Means That 


The Federal Reserve Board has ruled 
that the requirement of Section 8, Regu- 
lation F, that a committee of directors 
of a national bank shall “at least once 
during each period of twelve months” 
make or have made an audit of the 
trust department, means precisely that 
and not once during each calendar year 
as was suggested in the question put to 
the Board. Citing similar language in 
Section 6 (c) relating to review of trust 
assets, and Section 17 (c) (3) relating 
to audits of common trust funds, the 
Board ruled that the correct interpreta- 
tion in each instance is that not more 
than twelve months shall elapse without 
the required action being taken. 


A AA 


Marine Trust of 
Western New York 
Sponsors Will Contest 


A will drafting contest for students 
of the University of Buffalo Law School 
has been inaugurated by sponsorship 
from the Marine Trust Co. of Western 
New York, which will offer four cash 
prizes. The problem for draftsmanship 
will be prepared by the Law School 
faculty and the judges will be attorneys 
appointed by the president of the Bar 
Association of Erie County. 


The contest, which has received the 
approval of the Bar, is expected to be- 
come an annual affair, but may in the 
future include the drafting of fiduciary 
documents other: than wills. This is the 
first time, according to Dean Jacob D. 
Hyman, that any banking institution 
has offered an opportunity of this kind 
to the students of Buffalo Law School. 








Hoover Names National City E 
Bank Man to Commission 





Former Presj- 
dent Herbert Hoov- 
er, chairman of the 
commission on re- 
organization of the 
executive branch of 
the government, 
has appointed | 
Lewis B. Cuyler, | 


Program for 
MID-WINTER TRUST CONFERENCE 


American Bankers Association 





Meena Bet se 





THE 35th Mip-Winter Trust CONFERENCE OF THE 


“1 euaeaa vice president of |~ 

American Bankers Association Trust Division will be held oy The National City i 
at The Waldorf-Astoria in New York on February 8-10. Bank of New York, as one of the eleven ‘ 
Following the invocation of Gilbert T. Stephenson, former erg of a SS ae reorganization : 
president of the Division, the present incumbent N. Baxter coe See Se ey Leen laren Cele fi 
; 7 : mission and Federal personnel programs sin 

Maddox, who is vice president and trust officer of The : : : a. . 
i Riad Mit ok tila ‘ll disc sage following which recommendations will be lis! 
irst National bank o tlanta, will discuss the xpand- made toward improving and strengthen- Ba 


ing Responsibilities of Trusteeship.” Another president, ing Federal service. 
Stetson B. Harman of the American Institute of Banking, 
who is trust officer of First Trust and Savings Bank in 


its 
Mr. Cuyler, who is in charge of per- 
sonnel at National City, during World 


Pasadena, will relate “Trust Service and the A.I.B.” The War II was instrumental in the organi- = 
morning session will conclude with an address by another zation and administration of the Army Me 
former Trust Division president, Samuel C. Waugh, now Air Force’s vast Personnel Distribution 
Assistant Secretary for Economic Affairs, Department of Command and twice received the Legion 
State. of Merit. Commissioned a Major in 1952, 

he advanced to the rank of Colonel. 


The Monday afternoon program will be divided into two 
concurrent sessions. One, devoted to “Handling Businesses a 2 ® | 
in Trusts,” will be led by a third former Division president, Million-Dollar Open House | pe 
Joseph W .White, vice president of Mercantile Trust Co. | 
St. Louis; the other, on “Problems of Smaller Trust Depart- 
ments,” by Ralph A. MclIninch, president of Merchants 
National Bank, Manchester, N. H. 


A million dollars in one dollar bills 
was the center of attraction when the 
American National Bank and Trust Com- 
pany of Chicago played host to more than 


On Tuesday morning, Earl S. MacNeill, vice president of 1,500 employees and members of their 
Irving Trust Co., New York, will present the “Opportunities families with an Open House and Hobby 
for Service under the Jenkins-Keogh Bills.” (self-employed Show last month. 
pension plans). Following this, a report on developments Sharing the spotlight with the million 
in “Taxation” by Carlysle A. Bethel, chairman of the Divi- dollars was a musical program by the 
sion’s Committee and senior vice president and trust officer bank’s choral group and a Hobby Show 
of Wachovia Bank and Trust Co., Winston-Salem. “The which included everything from fancy 


needlework to model trains. Special ar- 
rangements were made for the children, 
who not only had an opportunity to meet 
Natco, one of television’s most famous 


Legislative Outlook in Washington” will be forecast by J. 
O. Brott, A.B.A. general counsel. Two association presidents 
will complete this portion of the program: Everett D. Reese, 


head of the A.B.A. and The Park National Bank, Newark, clowns, but were able to see six cartoon 

Ohio; and Robert C. Gilmore, Jr., of Bridgeport, president movies, besides receiving Christmas 
of the National Association of Life Underwriters. stockings, balloons, candy and coin banks. . 
The fourth session on Tuesday afternoon will be given There were also exhibits of rare bills vs 
over to investments, with the principal address by the per- from the Federal Reserve Bank, a dis- i 
ennial favorite, Dr. Marcus Nadler, Professor of Finance play of counterfeit money by the U. S. in 
at New York University. Then will come a panel on invest- Secret Service and exhibits of various ra 
ments, under the leadership of Robert Coltman, chairman foreign currencies. = 
of the Division’s Committee and vice president of The Phil- Over fifty young women employees of i 
adelphia National Bank. the bank served as hostesses to welcome . 
. F sin the guests and present each of the ladies 4 
At the final session on Wednesday morning, William with a Christmas corsage. Back of the ni 
Powers, A.B.A. Director of Customer and Personnel Rela- undertaking was a desire on the part of ca 

tions, will review “Executive Development — The Current bank officials to stage an event that would 
Best Seller.” Then American Bar Association president bring the families of the employees to the fe 
William J. Jameson of Billings, Mont., will balance “/ndi- institution where Dad, Mom, Sis or C 
vidual Rights and National Security.” The closing address Brother spend their working hours, to pr 


see how a bank functions and get a bet- 
ter understanding of what their job em- 
braces. The visitors had a chance to 
Diego. actually go behind the scenes in all of 
the departments to learn first-hand what 
makes the bank tick. 


will be given by Rear Admiral (ret.) Leslie E. Gehres, exec- 
utive vice president of Constitutional Foundation, Inc., San 
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EDITORIAL... 


A YOUNG BUSINESS 


WITH A GREAT POTENTIAL 


. pooped IS A VERY YOUNG BUSINESS. LOOKING AT ITS 
present size and ramifications, we tend to forget that 
it has made these great strides almost entirely during the 
past four or five generations. In fact, it is only 58 years 
since any formal organization was attained, with the estab- 
lishment of a Trust Company Section in the American 
Bankers Association. And professional trusteeship has had 
its own journalism for only fifty years. 


Commercial banking in the modern sense was a well- 
organized and definitive function when, in 1622, Gerard 
Malynes defined a bank as: 

“. .. a Collection of all the ready money of some King- 
dom, Commonwealth or Province, as also of a particular 
City or Town, into the hands of some persons licensed and 
established thereunto by publick authority of some King, 
Prince or Commonwealth.” 

Counterparts of today’s negotiable commercial paper, of 
personal and collateral loans were well-known in Babylonia 
as early as 2,000 B.C., when the service was performed as 
an adjunct of the temples, and referred to payment of “the 
Sun-God’s interest.” The Greeks had a name for it in the 
4th century B.C., in fact two names: “trapezitai” for de- 
posits at interest subject to check, and “daneistai” for money 
lenders. 


At the turn of the century there were only 290 “trust com- 
panies” in the United States, and the few of these that per- 
formed fiduciary functions limited their service primarily 
to corporate trusts and agencies, executorships, administra- 
torships and guardianships and a scattering of personal 
trusts, mainly testamentary. Further, these activities were 
most frequently provided as a subsidiary or accommodation 
service to bank customers, with little uniformity in charges 
and often but nominal charges, 


There was no formal method of communication or ex- 
change of ideas and experiences until the annual meetings 
initiated by the Trust Company Section in 1896, and the 
monthly magazine “Trust Companies” started publication 
in 1904. Laws governing fiduciary operations were few, 
court procedures were generally informal and varied and 
governmental supervision practically non-existent. Invest- 
ment of trusteed funds was extremely restricted by practice 
or instrument, taxes were simple and modest, estate plan- 
ning had yet to be born and new business development was 
casual. 


The golden age of corporate development was to begin a 
few years later with organization of the United States Steel 
Corp. setting the new style in public stock ownership, as 
private wealth was still largely concentrated in farm, home 
and personal property, except for a few wealthy security- 
owning families. 

It is not surprising, therefore, that the business of trus- 
teeship should presently pose many problems of costs and 
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fees, of variable factors in “custom built” accounts, of legal, 
tax and accounting administration. Relationships with the 
legal profession, with the insurance and accountancy fields 
have had to be worked out simultaneously as these com- 
plexities grew, requiring varied and technical abilities. 


And on the new business or public relations side there 
has been the serious handicap of popular confusion with the 
“trusts” of corporate monopoly, distrust was created by 
failures of scores of the ill-conceived, unregulated and spec- 
ulatively managed “trust companies” that mushroomed in 
the boom times of the 1900’s. Then the wholesale bank clos- 
ings of the ’30’s set both banking and trust business back 
in the public esteem and confidence. 


From all these experiences, however, so much has been 
learned by both regulatory bodies and bank management 
that a solid and uniform basis has been established on which 
the corporate fiduciary movement has now built — in con- 
junction with its allies in property protection: the lawyers, 
life underwriters, accountants and government and judicial 
supervisory authorities — a guardianship of some $75 
billion of private properties. 


Far from being discouraged by the modest or nominal 
profitability of professional trusteeship, its modern providers 
should be heartened by the fine record of fidelity and per- 
formance which they have achieved under often adverse 
circumstances, and recognize the progress made in such a 
short period in putting the business on a self-sustaining basis. 
Bank managements themselves have often created the diffi- 
culties, first by considering the trust department as a “ser- 
vice” or accommodation adjunct to their commercial busi- 
ness, then — when they became ultra cost-conscious — by 
a right-about-face in which they expected the department 
suddenly to carry its own weight. 


Today every thoughtful man is coming to recognize that 
the complexities of accumulating, conserving and transmit- 
ting wealth call for the best-trained specialists and most 
modern facilities, if his own or his clients’ welfare is to be 
safeguarded. Reasonable profitability is prerequisite to good 
personnel and facilities, and will be achieved as each bank 
will spend more time in study and interchange of know-how 
with other fiduciaries, and cooperate with their able con- 
freres in law, insurance and accountancy. It is not too much 
to expect that local fiduciary associations may even send 
representatives to make on-the-spot investigations of the 
modus operandi of the more experienced or profitably pro- 
gressive departments, or that committees of the Trust Divi- 
sion may take some leave of absence for firsthand field sur- 
veys on their special problems. Some of these may be under- 
taken independently, others in collaboration with representa- 
tives from associations with allied interests in serving the 
testators, trustors and investors — large and small — on 
whose well-being their own future so fully depends. 





TABULATION 


OF INVESTMENTS ADMINISTERED BY THE 

3,000 trust departments of banks and trust companies 
in the United States discloses that the trend to institutional 
investment in corporate stocks as well as bonds is the major 
factor in the capital markets of the country. Trust assets of 


TRUSTEES LARGEST INVESTORS IN CORPORATIONS 


Government Bonds 
Corporate Bonds 





All Other 


these fiduciaries now total nearly $75,000,000,000 accord- 


ing to a tabulation just completed by Trusts AND EsTaTEs. 


This figure is based on official reports from the Comptroller 


of the Currency for national banks, the F. D. I. C., and the 
few state banking departments providing trust data for state 
institutions, the balance being estimated from individual 
bank figures compiled by the magazine. National banks with 
$39.7 billion represent more than half the total. 


In the Dominion of Canada the 49 trust companies are 
now admistering over $4 billion of estate, trust and agency 
funds. No Dominion-wide breakdown by class of investment 
is available, but one of the largest trust companies shows 
the following percentages: Stocks ... 19%; Bonds... 67%; 


Mortgages & Real Estate . . . 12%. 


Although these totals include some custodian and other 
accounts for whose investment the trust institution is not 


Casualty & Fire Insurance Co. 


Te ees 


directly responsible, they do not reflect a vast portion of 


the estimated $8 billion of pension trust funds invested by 


corporate trustees. 


The relative proportions of fiduciary holdings of United 
States, State and local Government bonds, Corporate bonds, 
and Corporate stocks, are indicated by the breakdown of 
146 common trust fund portfolios reporting in 1953: 


Illinois Trust Assets at $9.8 
Billion at 1952 Year-End 


Trust assets administered by banks 
and trust companies in Illinois totalled 
$9,801,924,762 according to official re- 
ports. Of this amount, the 91 National 
Banks held $7,565,019,635 and the 65 
State banks and trust companies $2,- 
235,905,127. Divided as to types of 
accounts, Court Trusts of $228,238,375 
were held by the National banks in the 
amount of $117,817,329 and by State 
institutions aggregating $109,421,046; 
Personal and Service Trusts of $8,701,- 
687,110 in National Banks totalled $6,- 
700,568,028 and in State banks and 
trust companies $2,001,119,082; Cor- 
porate trusts totalled $871,999,277 of 
which National Banks administered an 
aggregate of $746,634,278 and the State 
institutions $125,364,999. 


AAA 


Florida Trust Earnings 


Current operating earnings for trust 
departments of 143 State banks and 
trust companies in Florida for the fiscal 
year ended June 30, 1953, totalled 
$260,921, or about 0.9°% of total cur- 
rent operating earnings. 
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Preferred Stocks 
Common Stocks 


Life Insurance Companies 


Mutual Funds 




















piel See $ 330,707,840 28.5% 
ies Se 193,444,064 16.7% 
444 ee 146,401,418 12.6% 
© a Sa 471,106,917 40.7% 
=e 17,257,736 1.5% 
Tah Saale $1,158,917,975 100.0% 


A comparison of the trust market for stock investments 
with those of other institutional investors is shown in the 
following graph based, for trust departments, on projection 
of the Common Trust Funds ratio to total fiduciary assets, , 


$ 2.5 billion 


3.2 billion 


4.3 billion 


39.0 billion 


This study further shows the marked change in trust fund 


investment from the days when the majority of assets were 





BANK COMMEMORATES 
150th ANNIVERSARY 
WITH SCHOLARSHIPS 


Discussing the 150th Anniversary Scholar- 
ships in commemoration of the 1804 found- 
ing of National Newark & Essex Banking 
Co. are (left to right) the bank’s president, 
Robert C. Cowan and scholarship committee 
members A. J. Bartholomew, principal of 
Summit High School, Dr. Allan R. Culli- 
more, committee chairman and president 
emeritus of Newark College of Engineering, 
and E. Laurence Springer, headmaster of 


Pingry School, Hillside, N. J 


The scholarships of $4,000 each will be 
awarded to two college preparatory students 
who are residents of Essex County, regardless 
of where they go to school. The winners, 
to be announced in May, will be chosen by 
the committee on the basis of scholastic 
ability and promise, participation in school 
and community activities, leadership, good 
citizenship, and the need for financial aid. 





in United States Government, railroad and public utility 
bonds and mortgages. A study of the portfolios of common 
trust funds shows their investment in the common stock 
of 534 different corporations. 





Investment Company Growth 


Continued in 1953 


Total assets of open and closed-end 
investment companies in this country 
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were approximately $5 billion at the 7 


end of 1953, according to the National | 


Association of Investment Companies, | “it) 


the 110 open-end funds accounting for 
some $4 billion and the balance in 32 
closed-end companies. While new share 
sales were down around $83 million for 
the year at $700 million, it was prob- 
ably the best sales year except for 1952. 
Redemptions ran around $250 million, 


a satisfactory performance in view of ) 
the generally unsettled action of the ~ 


stock market during the greater part of 
the year. 


Although the average holding of mu- 
tual fund shares is estimated in the 
neighborhood of $3,000, larger lots are 
becoming less uncommon as state legis- 
lation and court decisions have opened 
this field to participation by fiduciaries, 
insurance companies, savings banks and 
trustees of public funds. Fourteen states 
have enacted statutes to this end and 
court decisions in two others have 
granted such authority. 
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Trust Council News 


December meetings of Life Insurance- 


Trust and Estate Planning Councils re- 
ported to T&E Included: 


Los Angeles — 14th: Edward J. 
Mintz, holder of C.L.U. and L.L.B. de- 
grees, discussed the deductibility of life 
insurance premiums for income tax pur- 
poses. 


Southeast Florida — 2nd: B. M. An- 
derson, vice presdent and counsel of 
Connecticut General Life Insurance Co., 
spoke on estate planning. 


Indianapolis — New officers for the 
coming year are: President Jean Black. 
Connecticut General Life; vice president 
Fred P. Backer, vice president Mer- 
chants National Bank & Trust Co.; sec- 
retary Ted W. Davis, assistant trust offi- 
cer, American National Bank; treasurer 
Kenneth L. Peek, assistant trust officer, 
Indiana National Bank. 


Philadelphia — 3rd: T. Johson Ward, 
senior partner in the local office of Mer- 
rill Lynch, Fenner & Beane, previewed 
the business outlook. 


Pittsburgh — 7th: W. Gibbs McKen- 
ney, co-editor of “Taxes and Estates,” 
discussed estate planning for the busi- 
nessman. 


El Paso — 15th: William Snow, attor- 
ney member, spoke on jointly owned 


} property as a means of avoiding admin- 


iries, 
and 
tates 

and 
have 
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istration and saving taxes. 
A A A 


Entity or Cross-Purchase? 


“Business Insurance Agreements: En- 
tity vs. Cross-Purchase was discussed 
at the December meeting of the Phila- 
delphia Chapter of The American So- 
ciety of Chartered Life Underwriters by 
H. S. Redeker, General Counsel of The 
Fidelity Mutual Life Insurance Co. Mr. 


| Redeker explained the advantages and 
| disadvantages of these two methods of 
| using life insurance to fund a partner- 
) ship or corporation “buy and _ sell” 
; agreement. His paper contained many 


and a_ bib- 


recent source references 


liography. 


Under cross-purchase plans, Mr. Re- 
deker said, the individual partners or 
shareholders take out and own the poli- 
cies. Under entity purchase plans, the 
partnership or corporation is the appli- 
cant for and owner of the policies. Ad- 
Vocates of cross-purchase plans point to 
serious estate and income tax conse- 
quences that may result under entity- 
purchase plans. Entity-purchase ‘advo- 
cates answer most of these contentions, 
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Chairman Clarence Haverty of Fulton Na- 

tional Bank of Atlanta, presents wrist watch 

to vice president and trust officer William 

Matthews on joining “25 Year Club.” Charles 

McLaughlin and Randolph Cochran were 

likewise honored as President Erle Cocke, 
right, looks on. 


Mr. Redeker said, and claim many addi- 
tional advantages in support of their 
plan in the light of recent rulings and 
decisions. These advantages include sim- 
plicity and the ability to keep more of 
the life insurance in force as successive 
partners and shareholders die. Mr. Re- 
deker expressed personal enthusiasm 
for entity-purchase plans where ever 
practicable, although some lawyers may 
still prefer cross-purchase plans, at ieast 
until more of the entity-purchase prob- 
lems have been exposed to the acid 
test of litigation. 


A AA 


Drafting Hints to Aid 
Administration 


Declaring that the Texas Trust Act 
has greatly simplified the drafting of 
trust instruments, Floyd O. Shelton, vice 
president and trust officer of The Fort 
Worth National Bank, told a_ recent 
meeting of the El Paso Estate Planning 
Council that there are nevertheless a 
number of points at which attorneys 
could ease trust administration through 
careful analysis of the family and fact- 
ual situations as well as by the grant 
of specific powers. On the matter of 
co-trusteeship, for example, Mr. Shelton 
asserted that even where appointment 
of an individual trustee to serve with a 
bank is indicated because of some spe- 
cial ability, knowledge or judgment, the 
possibility of a conflict of interest with 
respect to a particular asset of the trust 
should be considered. He cited the case 
of a business in which a co-executor was 
individually interested and the most 
logical purchaser of the estate’s inter- 
est, but precluded under the doctrine 
of self-dealing. 


While the Trust Act’s provisions re- 
garding apportionment of receipts and 
expenditures between income and prin- 
cipal are generally satisfactory, Mr. 


Shelton said they may not be pertinent 
where oil property or an operating 
ranch is involved. Here he suggested 
giving the trustee discretion to deter- 
mine the apportionment. Such discretion 
may also result in substantial income 
tax advantages. 


Another hint offered by the speaker 
was the -inclusion of a power in the 
executor to use income earned during 
administration to help pay the estate’s 
debts. Of great assistance also would 
be a statement signed by the testator 
setting forth the status of his property, 
whether separate or community. Such 
statement could be incorporated in the 
will or filed with the lawyer or executor. 
The related problem of joint bank ac- 
counts — which according to counsel 
do not vest title in the survivor — would 
likewise be eliminated by a suitable 
testamentary provision, according to 


Mr. Shelton. 


Remarking that many successful busi- ‘ 
nesses do “put all their eggs in one 
basket,” Mr. Shelton urged inclusion of 
a clause exempting the trustee from the 
duty to diversify investments. 


A AA 


Will-Drafting Contest for 
Kentucky Law Students 


A will-drafting contest for law stu- 
dents at the University of Kentucky will 
be sponsored this year by Security Trust 
Co. of Lexington, with the expectation 
that the contest will become an annual 
event. Students in their final year of 
Law, and those enrolled in the Estate, 
Inheritance and Gift Taxation course in 
the spring semester will be eligible to 
compete, but no student may enter the 
competition in more than one year. The 
twelve best entries, as selected by the 
Law faculty, will be turned over to a 
board of three judges — all practicing- 
attorneys chosen by Fayette County Bar 
Association for final selection of first, 
second and third place. Cash prizes will 
be awarded by the Trust Company. 


AAA 


Trust Assets, Earnings Rise 
in North Carolina 


Total trust assets of State Banks in 
North Carolina, as’ reported by the 
Commissioner of Banks, stood at $357,- 
354,437 on December 31, 1952, as com- 
pared with $307,484,734 the previous 
year and $98,392,217 in 1942. Trust 
department current operating earnings 
in 1952 amounted to $1,533,089 as com- 
pared with $1,366,936 the year before. 
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CORRECTING JOINT PROPERTY EVILS 


Five Alternative Ways Out and Their Tax Effects 


authors and lecturers have done 
their best to reverse the trend toward 
placing property in joint and survivor- 
ship form, by pointing out all the 
troubles, tax and otherwise, an estate 
owner can stumble into in this fashion, 
but since an estate owner seldom has an 
opportunity to read or hear these ex- 
perts, he goes merrily on his way along 
the same line. Even the neophyte estate 
analyst can pretty well scare an estate 
owner by suggesting some of the well- 
known disadvantages of survivorship 


holdings: 


5 pan THE LAST FEW YEARS MANY 


1. No income tax advantages since 
1948 as between spouses; 


2. Possible liability for gift tax 
(or at least the requirement of mak- 
ing a return) at the time of purchase 
of the property; 


8. Possible liability for gift tax 
at some later time; 


4. Inclusion of the entire property 
in the taxable estate of the one who 
furnished the consideration, for pur- 
poses of Federal Estate Tax; 


5. Inclusion of part or all of the 
property in the taxable estate for 
local inheritance tax; 


6. As between spouses, no credit 
against the estate tax for gift taxes 
paid within five years of death; 


7. Possible additional income taxes 
incurred when survivor sells property 
and has to revert to decedent’s cost 
basis in determining gain; 


8. Sundry probate disadvantages. 


By the time the analyst has explained 
all these points, the estate owner should 
be thoroughly aware of the fact that the 
joint and survivorship form of registra- 
tion is one of the best devices known 
to make the tax collector one of the 
estate’s happy heirs. That is also the 
point at which the estate owner wants 
to know what he should do about it. 
Unfortunately, few of the experts have 
devoted many paragraphs to the answer 
to this question. Actually, it is not too 
difficult since there are only some five 
possibilities, but the selection of which 
one or more to use is not so simple. 
The selection of the right corrective de- 
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vice entails a knowledge of the same tax 
factors as before, with different slants. 


In considering the application of the 
corrective techniques, the technical dif- 
ference between joint tenancy and ten- 
ancy by the entireties, in the case of 
joint ownership by husband and wife, 
should be recognized. Because the laws 
of the states vary somewhat, it seems 
well, for the purposes of this discussion, 
to define joint tenancy as including a 
joint ownership between a husband and 
wife where there is the right of sever- 
ance, and tenancy by the entirety as a 
joint ownership between husband and 
wife where there is no right of severance. 


In every case hereinafter where it is 
mentioned that a certain transaction 
gives rise to a gift tax, it is intended 
to mean that the transaction qualifies 
as a taxable gift under the Internal 
Revenue Code. Whether a gift tax re- 
turn should be filed depends upon the 
question of the annual exclusion, and 
even if a gift tax return should be filed, 
whether any gift tax will be payable 
and, if so, how much, depends upon the 
donor’s remaining lifetime exemption, 
if any, together with prior gifts. 


Corrective Techniques 


There are five corrective techniques 
which may generally be employed in 
joint tenancy cases, namely: 


1. Conversion of jointly owned as- 
sets to sole ownership in the other 
tenants by eliminating the interest of 
estate owner. 

2. Conversion of jointly owned as- 
sets back to sole ownership in the 
estate owner. 

3. Division of jointly held property 
between the joint owners to make each 
the sole owner of a portion. 


4. Exchange of properties between 
joint owners when two or more prop- 
erties are held in joint tenancy. 


5. Purchase of one co-owner’s 
share by the other co-owner. 

Not all of the procedures will be 
equally effective in every case. The effi- 
cacy of a particular method will depend 
to a great extent upon the various estate, 
gift and income tax consequences which 
will flow from its use. Personal factors 
are also relevant, of course, but this arti- 
cle will be devoted to the technical and 
tax angles. In every case the various 
techniques must be carefully balanced 
against individual circumstances if there 
is to be a sensible solution of estate 
problems. Under some circumstances 
the estate tax result of two procedures 
might be the same, but income tax con- 
siderations would weight the scales in 
favor of one or the other plan. Intelli- 
gent planning requires that no tax con- 
sideration be overlooked. 


1. Conversion to Sole Ownership 
a. Estate Tax 


It is obvious that a transfer of the 
estate owner’s interest in jointly held 
assets will eliminate those assets from 
his gross estate subject only to the pos- 
sibility that the transfer may be taxed 
as a transfer in contemplation of death. 


b. Gift Tax 


Elimination of the estate owner’s in- 
terest in jointly owned property in favor 
of the other tenants involves the making 
of gifts by the estate owner, the subject 
of the gifts being his interest in the 
jointly owned assets. The desirability of 
employing this corrective technique de- 
pends not only upon the cost of the 
transfer in relation to the tax economies 
it will produce but also upon the rela- 
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tive advisability of sacrificing control 
over the property relinquished. 

Every transfer of this type is a tax- 
able transfer specifically reached by 
Section 1000 of the Code. The cost of 
the transfer will depend upon the 
amount of the gifts the estate owner has 
made in the past and also will depend 
upon to whom the contemplated trans- 
fer of jointly held property is to be 
made. The fact that gift tax rates are 
three-fourths of the estate tax rates, in 
addition to the fact that the assets trans- 
ferred, together with the gift tax paid 
at their transfer, are removed from the 
top brackets of the estate tax to lower 
gift tax brackets, makes the transfer of 
property by gift, in most cases, much 
more economical, and, in many cases. 
more attractive than a transfer at death. 
However, because the tax on gifts made 
since 1932 is cumulative, being figured 
each year by first computing the tax at 
current rates on the aggregate net gifts 
up to the close of the year and then 
deducting the tax computed in the same 
manner on aggregate gifts up to the 
beginning of the year, the first gifts 
made by a donor are less expensive 
than later ones. 


When an estate owner’s interest in 
jointly owned property (except bank 
accounts and savings bonds), which he 
holds with another person as joint ten- 
ants, is transferred to the co-owner, 
there is a gift of that one-half of the 
property which the estate owner retain- 
ed upon creation of the joint estate. 
Computation of the tax payable on the 
transfer begins with the present value 
of that one-half interest. 


Assume that H holds property worth 
$30,000 in joint tenancy with his son, 
to whom he decides to transfer his in- 
terest. H and W, his wife, signify their 
consent to have all gifts made by them 


in the calendar year treated as having 


been made one-half by each of them so 
that the transfer to the son can be re- 
ported one-half by H and one-half by 
his wife. The value of the interest trans- 
ferred is $15,000. Each spouse will 
have made a gift to the son of one-half 
that amount, or $7,500. Subtracting the 
annual exclusion of $3,000 available to 
each donor gives a net gift from each 
of $4,500 which will be subject to 
further deduction by any unused por- 
tion of the donor’s and his wife’s spe- 
cific exemption before the tax is com- 


puted. 


Even though a gift was made to the 
son at the time H took title to the prop- 
erty in their joint names, the entire 
value of the property would have been 
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in H’s estate because he used his own 
funds to make the purchase. This second 
gift has the beneficial effect of remov- 
ing the entire property, plus any gift 
tax paid on the transfer, from his estate. 

The Gift Tax Regulations do not spe- 
cifically cover the valuation for tax pur- 
poses of a transfer of property held in 
tenancy by the entirety to sole owner- 
ship in one of the tenants. However, in 
view of the method set out in Sec. 86.2- 
(a) (6) for valuation of the interest 
passing to the spouse when a husband 
uses his separate funds to purchase 
property to which title is taken in both 
spouses’ names as tenants by the en- 
tirety, it would seem that the gift to the 
wife at the time such property is put 
in her sole name would be measured 
by the computed value (based on Actu- 
aries’ or Combined Experience Mortal- 
ity Tables) of estate owner’s right to 
the income or the enjoyment of the 
property during their joint lives, plus 
the then value of his right to the whole 
property if he survives his wife. Thus, 
the transfer is measured by the present 
value of the rights which the estate 
owner retained at the time he took title 
to the property in both names. The 
present value of those rights would, of 
course, depend upon the ages of the 


estate owner and his wife when the 
transfer is made. 

Although his survivorship rights in 
the property would have been a future 
interest to the estate owner, the entire 
transfer is of a present interest to his 
spouse, her enjoyment of the whole 
property commencing immediately upon 
the transfer. The annual exclusion 
would therefore apply to the gift, and 
in addition, the estate owner would be 
allowed the marital deduction to the 
extent of one-half the gift. 


In this case, also, the entire value of 
the property plus any gift tax paid on 
the transfer will be removed from the 
gross taxable estate at estate owner's 
death. All possibility of double taxation 
in the two estates has been eliminated. 


c. Income Tax 


The provisions of the Code with re- 
spect to the basis of transferred prop- 
erty in a donee’s hands may also make 
the transfer unwise. Sec. 113(a) (2) of 
the Code specifies that the basis of 
property acquired by gift shall be the 
same in the hands of the donee as it 
would be in the hands of the donor for 
the purpose of computing gain on a 
subsequent sale of the property. How- 
ever, for the purpose of determining 
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loss, the basis is the fair market value 
of the property at the time of the gift 
if the fair market value at that time is 
less than the basis of the property in 
the hands of the donor, adjusted for 
the period prior to the date of the gift. 


The cited provision makes it evident 
that property which is steadily decreas- 
ing in value should not be the subject 
of a transfer without consideration. To 
do so is to deprive both the donor and 
the donee of an otherwise recognizable 
capital loss on a subsequent sale. In 
such cases it would be more to the ad- 
vantage of both donor and donee to 
sell the property, take the capital loss, 
and then transfer the proceeds of the 
sale by gift to the donee. 


In the case of jointly held. assets 
which are steadily decreasing in value, 
the comparative effects of such a sale 
before elimination of estate owner’s 
interest and of a sale after elimination 
of that interest may be seen from the 
following example: 


Assume that A and B are joint owners 
of 100 shares of corporate stock, pur- 
chased by A several years ago for $10,- 
000. Suppose that the stock has now 
dropped in value until it is presently 
worth only $5,000 and that A makes a 
gift of his interest to B. B later sells 
the entire block for $5,000. The basis 
of one-half the block of stock in B’s 
hands is one-half the original purchase 
price, or $5,000. However, under Sec. 
113(a) (2), the basis of the one-half 
interest just received from A is its 
fair market value at the time of the 


transfer, or $2,500. The basis for the 
entire block in B’s hands is therefore 
$7,500. When he sells the stock for 
$5,000, he is allowed a capital loss of 
only $2,500, even though the cost of 
the property exceeded the sale price by 
$5,000. 


If A and B as joint owners had sold 
the stock, the basis of the one-half in- 
terest of each would be $5,000. Sale of 
the entire block for $5,000 would give 
each tenant a capital loss of $2,500. A 
could then, if he desired, make a gift 
to B of the proceeds of the sale. 


Had the stock, in the example, in- 
creased in value so that the sale was 
made for $15,000 rather than $5,000, 
transfer of A’s interest to B would 
effect no change in the basis of the 
property, for as the Code specifies, for 
the purpose of measuring gain on a 
sale, the basis of transferred property 
in a donee’s hands would be the same 
as in the hands of a donor. 


If the sale is made after transfer of 
the entire property to B, B will have a 
capital gain of $5,000 on the transac- 
tion. If the sale is made by A and B 
as joint owners, each of them will have 
a capital gain of $2,500 on the trans- 
action. 


One exception to the rule might be 
noted in such a case as the second 
example above. In that case, if A is in 
a much higher income tax bracket than 
B, transferring the property to B prior 
to the sale so that the entire gain is 
taxable to him rather than to A may 
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result in desirable tax advantages. There 
would be no such advantage, however, 
if A and B are husband and wife filing 
joint returns. 


2. Conversion to Sole Ownership 
in Estate Owner 


Conversion of joint tenancy assets 
back to sole ownership in the estate 
owner will as a general rule be worth 
considering only in instances where ob- 
taining a higher cost basis at the estate 
owner’s death is the important factor. 


a. Estate Tax 


No immediate estate tax advantage is 
to be gained for the estate owner if this 
procedure is employed. He becomes sole 
owner of the property, and its entire 
value at the time of his death will be 
included in his gross estate under Sec. 
8ll(a) of the Code. However, the mari- 
tal deduction provisions of Sec. 812(e), 
coupled with the fact that sole owner- 
ship of the property gives the estate 
owner the right to transfer it by will 
rather than having ownership necessar- 
ily devolve upon the joint owner, may 
make estate tax savings possible at the 
wife’s subsequent death in cases where 
the husband and wife hold considerable 
property as joint tenants or tenants by 
the entirety. 


b. Gift Tax 


Conversion of jointly owned property 
back to sole ownership will result in a 
taxable gift as to all types of property 
except jointly owned bank accounts and 
U. S. savings bonds. Under Treasury 
Regulations 108, Sec. 86.2(a) (4), upon 
creation of a joint bank account (or 
similar type of ownership where the 
contributing owner can regain the entire 
fund without the co-owner’s consent), 
there is no gift to the non-contributing 


owner until such time as he or she draws _ 


upon the account for his or her own 
benefit. In the case of U. S. savings 
bonds the gift is consummated when the 
non-contributing owner is allowed grat- 
uitously to redeem the bonds and to 
retain the proceeds. Under the theory, 
therefore, that ownership of this type 
of property remains in the contributing 
owner until withdrawal or redemption, 
the later removal of the non-contributing 
owner’s name does not result in a tax- 
able transfer back to the estate owner. 


It is well to note, however, that where 
funds for the purchase of the bonds or 
the ‘contributions to the back account 
have been equally furnished by the co- 
owner, a gift of one-half the value of 
the bonds or the account would be made 
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at the time of conversion to sole owner- 
ship in either joint owner. 


Formerly, Series “E” savings bonds 
could not be reissued in the sole names 
of either of two co-owners without re- 
demption of the original bonds, pay- 
ment of any income tax, and purchase 
of new bonds. Treasury Regulations, 
however, now permit reissuance as of 
original date without redemption during 
the lives of both co-owners, provided 
both co-owners agree. 


When other property owned in joint 
tenancy is converted back to sole own- 
ership in the estate owner, the co-owner 
would be the donor, and the gift would 
amount to one-half the value of the 
property. The transfer would be taxable 
to the extent that it exceeded donor’s 
specific lifetime exemption and the an- 
nual exclusion, and the marital deduc- 
tion if the joint tenants are husband 
and wife. 


If the property is held by the estate 
owner and his wife as tenants by the 
entirety, then the wife is donor, and 
neither spouse having the right by sev- 
erance to defeat the right of the sur- 
vivor to the whole of the property, the 
amount of the gift would be the com- 
puted value of the donor spouse’s right 
to the income or other enjoyment of 
the property during their joint lives and 
the value of her right to succeed to the 
whole property. Unless there is a great 
discrepancy in the ages of the spouses, 
the gift will approximate one-half the 
value of the property. Not only the 
donor spouse’s lifetime exemption and 
the annual exclusion but also the mari- 
tal deduction may be relied upon to 
reduce gift tax liability. 


Many times when the joint owner is 
the wife or a child of the estate owner, 
it will be found that they have made no 
gifts in the past, with the result that 
the entire lifetime exemption is available 
in reduction of the gift from a con- 
templated conversion to sole ownership, 
and no gift tax liability is incurred. 


ce. Income Tax 


_— 


Possible income tax advantages of 
such conversion may be so attractive as 
to make even a substantial gift tax lia- 
bility worthwhile. Sec. 113(a)(5) of 
the Code provides with respect to prop- 
erty transmitted at death that if the 
property was acquired by bequest, de- 
vise, or inheritance, the basis for de- 
termining gain or loss on such property 
in the hands of the beneficiary shall be 


the fair market value of the property at 
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the time'of its acquisition. The Regula- 
tions specify that the time of acquisition 
of property from a decedent is the date 
of death of the decedent, or in those 
cases where the executor of the estate 
elects the optional valuation date 
allowed by Code Sec. 811(j) for estate 
tax purposes, the date at which such 
property is valued for estate tax pur- 
poses. 


The Supreme Court has held that the 
interest to which a surviving tenant by 
the entirety or joint tenant succeeds at 
the death of his co-tenant is not ac- 
quired by bequest, devise, or inheritance 
so as to bring it within the above pro- 
visions, but rather, each tenant “ac- 
quires” the entire property at the time 
of purchase. The basis for gain or loss 
to a surviving joint owner, therefore, 
is the original cost, adjusted, in the 
case of business property, for deprecia- 
tion. It follows, then, that the adjusted 
basis to the surviving tenant by the 
entirety or joint tenant may be substan- 
tially lower than the original cost and 





the gain upon a subsequent sale sub- 
stantially higher. | 

When the value of jointly owned | 
assets is steadily rising, a conversion 
back to sole ownership in the estate 
owner will have the very desirable effect 
of providing the succeeding owner with 
a new basis for the property, based 
upon its value at estate owner’s death. 
Since the basis for depreciation is stated 
in Code Sec. 114(a) to be the adjusted 
basis for the purpose of determining 
gain upon a sale, it follows that the 
survivor will also receive a new basis 
for future depreciation. 


Particularly in those instances where 
assets will very likely be sold after the 
estate owner’s death, the advantage of 
having them pass to the survivor by 
bequest, devise, or inheritance, which 
sole ownership affords, presents a very 
strong case for conversion of joint assets 
to sole ownership. 

[The remaining three corrective tech- 
niques will be analyzed in the next 
issue. | 





BANK SPONSORS JUNIOR BAR FORUM 


More than 200 members of the junior bar section of the Philadelphia Bar Association 
attended an all-day forum discussion of the legal and financial problems of planning an 
estate involving a business interest, sponsored on December 12 at its headquarters by 
The Pennsylvania Company for Banking and Trusts. President William L. Day opened the 
program by explaining the purpose of the forum and introduced the principal speaker 
at the morning session, Joseph Trachtman (seated in the photo) who discussed the laws 
and decisions relating to estate planning and pointed out the legal steps necessary to 
protect the interest of an estate and the heirs. Mr. Trachtman is New York legal editor of 
T&E and adjunct professor of law at the New York University School of Law. Following 
luncheon, a two-hour panel discussion was held, with Bernard G. Segal, chancellor of the 
Philadelphia Bar Association, acting as moderator. Members of the panel were Mr. Tracht- 
man, Morris Goldman of Wolf, Block, Schorr & Solis-Cohen (right); H. Ober Hess of 
Ballard, Spahr, Andrews & Ingersoll (center) ; and Robert A. Wilson, senior vice president 
of The Pennsylvania Company (left). 
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ESCAPE FROM THE $600 TAX TRAP 


DWIGHT ROGERS* 


Everyone who has dealt with the 
federal income tax has been bothered 
by the “hump” the taxpayer hits when 
he “loses” a dependency credit as his 
erstwhile dependent’s income slides 
past $599 and becomes “$600 or over.” 
At 1954 rates in the lowest bracket 
this tax hump is $120 and may be as 
high as $546. In “Reader’s Digest” for 
January 1954 Mr. Rogers shows how 
this limitation on a dependent’s income 
persuades young people to quit work, 
teaches them that taxes may be more 
important than thrift or industry, and 
worst of all induces a good bit of 
“forgetting.” Discussion of possible 
remedies was outside the scope of the 
“Digest” article. It is questionable 
whether the contemplated relief should 
be confined to the school and college 
group. Equity commends even more 
strongly the case for taxpayers who 
support elderly, ill and partially un- 
employed relatives. — Editor’s Note. 


ee TO TAXPAYERS WHOSE DE- 
pendent children earn $600 or 
more was “tentatively approved” on 
August 14, 1953, by the House Ways 
and Means Committee with full agree- 
ment from the Treasury. This is good. 
Chairman Reed’s Committee and the 
Treasury deserve thanks. 


More recent Washington dispatches 
suggest the proposed relief may be ex- 
tended for children over 18 only if 
they are going to school or college. 
(New York Herald Tribune January 3, 
1954, Wall Street Journal November 16, 
1953). This is bad. True dependency 
and real need are not so narrowly re- 
stricted. The effect of the “hump,” aris- 
ing from the definition of dependents, 
extends way beyond the school and col- 
lege group. 

Consider Emily Holden’s father. Two 
years out of school and living away 
from home, Emily had already earned 
just over $600 in the first few months 
of 1952 when a routine chest X-ray sent 
her to a mountain sanatorium for a long 
stay. Her father footed most of the bills 
from his small savings. As he contribu- 
ted over half of her support, he fully 
met the other financial test for depend- 
ency but her $600 of earnings prevented 
his claiming a dependency credit. 


Examples of elderly, ill or partially 
unemployed relatives, true dependents 


*Dwight Rogers is a member of the New York 
Bar and an associate of Scudder, Stevens & Clark, 
investment counsel. 
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in a financial sense but not “depend- 
ents” in a tax sense, will occur to every 
tax man. Those who support them are 
unorganized, relatively few in number, 
and politically voiceless. Most of them 
would seem, on grounds of fairness, 
even more appealing candidates for tax 
relief than the fathers of the able bodied 
young men and women who are privi- 
leged to go to college instead of getting 
full time jobs. The loss of revenue in 
granting relief to these people should 
be slight. 


II 


The provisions for dependency credits 
might get rid of that “hump” and take 
on the built-in protection of the gradu- 
ated or sliding scale. A single dollar of 
additional income should not cause a 
tax boost running into hundreds of dol- 
lars. Tax morality does not thrive in 
such rocky soil. 


There is more than one way to remove 
the hump without hinging relief on 
attendance at school. Perhaps the simp- 
lest is to drop the income test for de- 
pendency. The principal taxpayer, usu- 
ally father, would still have to furnish 
over half of his dependent’s support. 
More income would probably be earned 
and more reported but there would 
doubtless be some net loss in revenue. 
Administratively this presents obvious 
problems, now mostly obscured by the 
$600 limitation. Another solution might 
permit the principal taxpayer to con- 
tinue to deduct the $600 credit from 
his taxable income for each dependent, 
as long as he also reports in his own 
return all the income of that dependent 
in excess of $600. The dependent might 
be relieved of tax as long as someone 
else reports the income. 


Perhaps a better alternative would 
require the dependent to file his own 
tax return and to pay whatever tax may 
be due when his income exceeds $600, 
as he does now; but to permit the prin- 
cipal taxpayer to keep the $600 credit 
provided he also reports in his own re- 
turn all the net income of his dependent 
in excess of $600. This plan results in 
taxing twice a part of the dependent’s 
income, but only if the principal tax- 
payer elects to keep the credit. It would 
mean a real saving, compared to the 





present complete loss of the exemption, 
so he ought not complain too much 
about the double tax. Perhaps one might 
hope for an actual increase in revenue 
if a change can be worked out along 
these lines. 


The contrast between the effect of 
this proposal and the disconcerting re- 
sults of the present system, when a de- 
pendent continues to work and earns 
another $100 after his income has 
reached the magic number of $599, is 
shown in the following table:— 


TAX EFFECT OF “DEPENDENT’S” 
INCOME RISING FROM $599 TO $699 


Assumed Top 1954 
Family Tax Bracket __. 20% 50% 


Present law:— 


Senior’s tax increased — $120 $300 

Cg ee Par as 4 4 

Combined tax on $100 __ $124 $304 
Proposed remedy :— 

Senior’s tax increased __- $20 $ 50 

ener OOO a 4 4 

Combined tax on $100 __. $24 $ 54 


On the proposed basis a healthy atti- 
tude toward taxation — a willingness of 
each one to accept his fair share of the 
country’s tax burden — should be more 
attainable. Few can follow Justice Oliver 
Wendell Holmes more than part way 
up Olympus whence he thoughtfully re- 
ported “I like to pay taxes. With them 
I buy civilization.” Congress, however, 
can help the new taxpayers, as well as 
their elders, to observe Holmes’ other 
terse admonition, “Men must turn 
square corners when they deal with the 
government.” 


A A A 
Onderdonk Heads Estate 


Planning Corp. 


Robert R. Onder- 
donk has been elect- 
ed president of the 
Estate Planning 
Corporation, New 
York, and vice 
president and a di- 
rector of Fiduciary 
Counsel, Inc. Mr. 
Onderdonk, who 
joined the firm as 
executive vice president in September 
1952, was previously general agent for 
the Lincoln National Life Insurance Co. 
in Detroit. From 1941 to 1948, he handled 
estate planning for the Connecticut Gen- 
eral Life Insurance Co., first in New 
York and then in Cleveland. 

The Estate Planning Corporation 


ROBERT R. ONDERDONK 


supervises estates aggregating in excess 
of $3 billion. Fiduciary Counsel is an 
investment advisory service supervising 
portfolios totalling half a billion dollars. 
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Attorney's Fees in Probate 


Survey of Present Varying Charges and Suggested Schedule 


VINCENT CULLINAN 


Cushing, Cullinan, Duniway & Gorrill, San Francisco, California 


T IS IN PROBATE THAT LARGE NUMBERS 
] of the public make their first and 
only contact with legal procedures. 
Many persons who appear there, as heir, 
legatee, creditor or witness, have never 
had prior occasion to consult attorneys 
or to be otherwise interested in a legal 
matter. The probate procedures are, 
with some exceptions, the same through- 
out the United States; yet the theories 
and methods of fixing compensation for 
attorneys’ services in probating estates 
differ radically from state to state and 
from county to county within most 
states. 


It is important that probate fees be 
determined on a fair and just basis. 
Attorneys are entitled to reasonable 
compensation but excessive fees can 
cause distrust of the legal profession. It 
is of interest, therefore, to compare, to 
the extent possible, the size of the pro- 
bate fees in the various states and to 
examine the methods of computing them 
throughout the United States in order to 
ascertain what, if any, measuring stick 
is employed by the courts and attorneys 
in this country and whether there is a 
reasonable basis to suggest a uniform 
method of arriving at the fee to be 
charged. 


At the outset two general observa- 
tions may be made: 


A. In the great majority of juris- 
dictions in the country the attorney’s 
fee is determined by applying a system 
of percentages to the value of the 
estate accounted for by the fiduciary, 
but the percentages and the brackets to 


A copyrighted study compiled from opinions ob- 
tained from members, in all 48 states, of Probate 
Attorneys Association (International), 11018 West 
Pico Boulevard, Los Angeles 64. 


which they apply vary considerably. 
These jurisdictions also allow additional 
compensation for “extraordinary” ser- 
vices. However, there are many areas in 
which there is no recognized standard, 
and there are a few courts in which the 
fees fluctuate on the basis of factors 
which are unrelated to or which have, 
at most, a tenuous bearing on the 
amount of legal work required, as, for 
examples: the population of the area, 
whether there is a will, or whether there 
is a corporate fiduciary. 


B. There is substantial uniformity 
as to the assets to be included in the 
“estate accounted for,” the term usually 
covering all assets coming into the 
hands of the executor or administrator. 
A few states do exclude real property 
which is not sold during probate; in 
others the percentage is limited to per- 
sonal property with “reasonable com- 
pensation” for any real property ad- 
ministered upon. There is also a small 
group that apply the percentage to joint 
tenancy property and to insurance pro- 
ceeds in addition to the property com- 
ing into the hands of the fiduciary. 


In considering the practices and pro- 
cedures in fixing compensation, we can 
divide the states into three general cate- 
gories as follows: (1) those five states 
in which the fees are established by 
statute, which, for convenience’ sake, 
we will refer to as the “Statutory 
States”; (2) those eight states in which 
the state bar association has promulga- 
ted a recommended minimum fee sched- 
ule, herein called “State Bar States”; 
(3) the remaining 35 states where there 
is no statewide standard, official or 
unofficial. In many of these 35 states 


numerous local bar associations have 
adopted minimum fee schedules for 
their members. 


Statutory States 


The following four states have speci- 
fic statutes fixing the attorneys’ fees: 
California, Idaho, Iowa and New Mex- 
ico. A fifth state, Arizona, by statute 
fixes the fiduciary’s fees and the courts 
uniformly allow the same fees to the 
attorneys, so that, in practical effect, 
the attorneys’ fee in Arizona is deter- 
mined by statute. No two of the statutes 
are alike in the percentages or the 
brackets to which the percentages apply. 


The Idaho schedule is $1,000 at 7%, 
next $4,000 at 5%, next $5,000 at 4%, 
over $10,000 at 3%. In New Mexico it 
is 10% up to $3,000, the balance at 
5%. Iowa awards 6% on the first 
$1,000, 4% on the next $4,000, and 2% 
on all over $5,000. In Arizona it is 
7% on the first $1,000, 5% on the next 
$9,000, and 4% on all over $10,000. 
The California percentages are the low- 
est: 7% on the first $1,000, 4% on the 
next $9,000, 3% on the next $10,000, 
2% on the next $30,000 and 1%on all 
sums over $50,000. 


To illustrate the difference in com- 
pensation in these states, the results in 
five hypothetical estates of varying 
value are shown in Table I. 

It will be seen that by averaging the 
fees in the five states the result is virtu- 
ally the same as the statutory rate in 
Idaho. This may suggest that the Idaho 
statute is the fairest of this group. 


State Bar States 


The eight states in which the State 
Bar has published a schedule of recom- 





TABLE I — Comparable Fees in Statutory States 


TABLE II — Comparable Fees in State Bar States 


Estate Estate 

Value Arizona Cal. Idaho Towa N.Mex. Av. Value Colo. Till. N. Dak. Okla. Ore. S. Dak. Utah Wis. 
40,000 . 1,720 1,130 1,370 920 2,150 1,458 40,000 2,400 1,850 1,200 1,800 1,330 1,421 1,440 1,275 
100,000 4,120 1,830 3,170 2,120 5,150 3,278 100,000 6,000 3,750 3,000 2,600 2,630 3,300 2,800 2,775 
250,000 10,120 3,300 7,670 5,120 12,650 7,772 250,000 10,500 7,500 7,500 6,350 5,630 8,000 5,100 6,525 
500,000 20,240 5,800 15,170 10,120 25,150 15,296 500,000 18,000 12,500 15,000 12,600 10,630 16,000 8,400 13,000 

1,000,000 40,480 10,830 30,170 20,120 50,150 30,350 1,000,000 33,000 22,500 30,000 25,100 20,630 32,000 16,500 26,000 
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mended minimum fees based on a per- 
centage of the estate and which the 
courts follow are: Colorado, Illinois, 
North» Dakota, Oklahoma, Oregon, 
South Dakota, Utah and Wisconsin. 
They differ substantially as to the per- 
centage and the brackets at which to 
apply them. In Colorado it is 6% up 
to $5,000, 5% of the next $20,000, and 
4% on the balance. Illinois prefers 5% 
on the first $25,000, 4% on the next 


$25,000, 3% on the next $50,000 and - 


214% on all over $100,000. In North 
Dakota a flat 3% is recommended. The 
Oklahoma schedule is 5% on $1,000. 
4% on next $5,000, and 214% on all 
over $6,000. In Oregon it is 7% of 
$1,000, 4°% of next $9,000, 3% of next 
$40,000, and 2% of all over $50,000. 
South Dakota attorneys receive approxi- 
mately 3% of the estate. In Utah the 
attorney receives one and a half times 
the statutory eexcutor’s fee, which re- 
sults in a fee of one and a half per cent 
on all over $20,000 and greater per- 
centages below that. Wisconsin allows 
5% on $5,000, 3% on next $30,000, 
and 214% on the balance over $35,000. 


The fees payable in these states in 
the same examples used above are 


shown in Table II. 


As compared with.the average in the 
“Statutory States,” the above average 
is a little lower in the larger estates: 


Average of 


Estate Value Fees Payable 


40,000 1,590 
100,000 3,350 
250,000 7,140 
500,000 13,266 

1,000,000 25,716 


It will be noted that the fees payable 
under North Dakota’s flat 3% rate ap- 
proximate very closely those determined 
under the graduated scale of the Idaho 
statute. 


Other States 


In at least 22 of those 35 states which 
have no official or unofficial schedule of 
statewide application, many local bar 
associations have issued a schedule of 
recommended minimum fees for their 
members. There is a spectacular vari- 
ance in fees even as between neighbor- 
ing communities in some states. The big 
differences, however, are most often in 
the percentages for the brackets under 
$50,000, where the variance is from 
2% to 10%. There are many contrasts 
in the percentages applied between 
$50,000 and $100,000. It is impossible 
to summarize these variances, or to esti- 
mate an average statewide percentage, 
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for the first $100,000 of an estate in 
these states. 


However, in each state there is a 
similarity in the schedules of the local 
bar associations submitted as to the 
values over $100,000, sufficient to per- 
mit an approximation of a statewide 
average for the higher brackets. This 
approximation is made by assuming that 
the average of the local bar schedules 
received from a particular state is more 
or less representative of the majority 
practice in the particular state for the 
brackets above $100,000. On this basis 
we can group the twenty-two states as 
follows with respect to the percentages 
applicable to values above $100,000: 


14% 22% 
So. Carolina Alabama 
Texas Kansas 
Missouri 
2% Washington 
Connecticut 
Georgia 3% 
Florida Indiana 
Maryland Louisiana 
Montana Massachusetts 
Ohio Michigan 
Wyoming Minnesota 
Nebraska 
New Jersey 
Pennsylvania 
Vermont 


In other states where there were not 
enough local bar schedules available 
from which to estimate a general aver- 
age for the larger estates, many practi- 
tioners forwarded information with re- 
spect to the fees they would expect in 
the five hypothetical estates in their 
geographical area. As to estates below 
$100,000, there was little similarity in 
amounts, but on values above that figure 
the consensus ran between 214 and 3%. 
In the New York City Metropolitan 
area, it is reported, the fees run about 
5% up to $50,000 and 214% over that 
sum. 


Correspondents in each of the follow- 
ing states reported that there was no 
way of estimating an attorney’s fee in 
an estate: Delaware, Maine, Mississippi, 
North Carolina, New Hampshire, Rhode 
Island, Virginia, West Virginia. 


Is Statewide Standard Desirable? 


It is only equitable that a uniform 
and proportionate compensation be paid 
for similar services in all estates. A 
statewide standard obviates the possi- 
bility of substantial variances, from 
county to county in the states, in pro- 
bate remuneration for the same work. 
Less chance for injustice will result if 
there is a uniform standard of what 
shall be allowed for the ordinary ser- 


vices of an attorney rather than leaving 
the question to the discretion of a judge 
without any legislative guidance except 
the general limitation that the fee be 
“reasonable.” Sufficient provision can 
be made for the case that requires un- 
usual services by the authority to award 
additional compensation for extraordi- 
nary services. 


Perhaps the cost of living is higher in 
some areas but, if so, it is not enough 
to justify the great variances in the 
compensation for probate administra- 
tion. 

Is the size of the estate a fair measure 
of the fee? Although each estate pre- 
sents its own problems, the amount of 
service required is substantially the 
same in estates of comparable size. The 
time devoted to a matter is not a satis- 
factory measure of compensation be- 
cause the slower worker would thereby 
enjoy the greater income and experience 
would be a liability. The larger estates 
bring tax problems and more responsi- 
bility and therefore justify a larger fee. 
In view of the great variances of opin- 
ion exhibited by probate judges in their 
determination of what constitutes rea- 
sonable compensation, it is unfair to the 
practitioner to subject his compensation 
to the whim or caprice of a judge. The 
fact that in 13 states an attempt has been 
made to establish, by statute or state bar 
promulgation, a statewide standard 
based on the size of the estate, and that 
in most of the other 35 states local bar 
associations have adopted schedules 
based on the size of the estate, demon- 
strates the consensus among attorneys 
in this country that the size of the estate 
is a fair measure of the fee. 


What is Fair Percentage Schedule? 


Reasonable minds certainly will differ 
as to what is a fair percentage schedule. 
Witness the fact that no two of the 
statutes and none of the eight state bar 
schedules are alike. 


There is no accurate way in which to 
compare compensation of men in other 
professions or endeavors with the fee 
for probate work, because the nature 
of the attorneys’ service is unique. For 
example, a real estate broker receives 
a commission of 5‘% on the sale price, 
so in a sale of a $40,000 piece of prop- 
erty he receives $2,000, considerably 
more than an attorney's pay for pro- 
bating a $40,000 estate. The broker’s 
margin over the attorney increases as 
the value gets larger. The weakness, 
however, in making any comparison is 
that the broker will have lost many 

(Continued on page 64) 
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N. ew law? Old law? Speed? Accuracy? Con- 
venience? Completeness? Whatever the need, whatever the question— 
if it involves federal taxes for revenue, the accepted reporter of the 
federal tax specialist, the first choice of the man “who must have 
everything” is STANDARD FEDERAL TAX REPORTS. 


Whether they represent the tax payer or tax collector, on whichever 
side of the tax fence they stand—Tax Men all endorse “Standard 
Reports” in use, collect real dividends from the breadth of coverage, 
official and explanatory, the dependability, and the down-to-earth prac- 
tical values which characterize the “Standard.” 


For the “Standard Reports” subscription plan brings subscribers up to 
date immediately and keeps them up to date continuously. The swift, 
detailed, informative weekly issues blanket the field of federal taxation 
most important to business and its tax counsel—reporting week by 
week the latest development in pertinent law or regulation, interpre- 
tation of ruling or court decision— the newest return, report or form 
—all enriched and illuminated by editorial sidelights, clear, helpful 
examples, and plain English explanations. 


Thus, STANDARD FEDERAL TAX REPORTS subscribers always 
have the facts, always know just what to do—why and how to do it! 
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Growth and Composition of 167 Common Trust Funds 


HE AGGREGATE MARKET VALUE OF 
the nation’s 167 Common Trust 
Funds has reached $1,172,537,009 ... 
a remarkable growth from an aggregate 


‘ of eight funds with market value of 


- 


$1,862,334 fifteen years ago, 25 funds 
with $94,578,929 ten years ago, and 73 


‘ funds aggregating $323,964,764 five 
‘years ago. The present 167 funds are 


o- 2 2 oo <: «2 = 
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administered by 133 banks and trust 
companies in 31 States, the Territory of 
Hawaii, and the District of Columbia, 
for the benefit of more than 50,000 
individual accounts. These figures have 
been compiled from the annual reports 
of 146 funds plus initial data from 21 
recently established funds which have 
not yet issued their first annual report. 
As the report dates of the various funds 
occur in different months, the figures 
given here represent fiscal years ending 


in 1953. 


The 105 discretionary-type funds with 
portfolio figures available at this writing 
were invested as follows: 


% 
U. S. Gov’t Bonds _...__..... 25.9 
Gia. wones 15.7 
Preferred Stocks —...... 12.4 
Common Stocks -__-........... 44.7 
St SRE Ra nabs Ste 1.3 


By way of comparison, a study of 


| discretionary funds for the previous 
' year showed an aggregate portfolio of 


U. S. Governments 29.7%, Other Bonds 


12.4%, Preferred Stocks 12.1%, Com- 


mon Stocks 44.2%, and All Other 1.6%. 


Taken item by item, the distribution 


| is indicated in Table I. 


Besides the above, two funds held no 
U. S. Governments, six held no Other 
Bonds, eleven had no Preferreds. All the 
funds held Common Stocks. 


The figures on common stock hold- 
ings give emphasis to the fact that more 
banks are using their common trust 
funds for the investment of that seg- 
ment of individual accounts which they 
wish to put into common stocks. Seven 
banks are now operating funds of this 
kind, six of them having one or more 
other common funds which are either 
balanced funds or voluntarily limited to 
fixed income securities. Of the 25 funds 
which were established in 1953, two 
were common stock funds, 16 were bal- 
anced funds, four were “legal” and 
three were voluntarily limited to fixed 
income investments. 


Among the discretionary funds, 29 
have less than a million dollars (report 
date market value) , 70 have 1-10 million, 
fourteen 10-25 million, seven 25-40 mil- 
lion, and five 40-70 million. While the 
average of individual participations in 
any given fund runs all the way from 
$3,070 to $39,905, the typical account 
participation is worth $21,607. 


Amounts in the legal-type funds do 
not run so high. Fifteen funds have 
less than a million, 17 are 1-10 million, 
and 11 are 10-25 million. Individual 
participation values average between 
$2,126 and $38,112, with the typical 
account participation at $15,575. 


The 36 legal-type funds making an- 
nual reports in 1953 had a combined 
portfolio as follows: 





Table I — Number of Discretionary Funds Holding 
Under 10% 10-20% 20-30% 30-40% 40-50% 50%&Over 


42 24 10 3 
20 13 2 0 
10 4 0 0 

7 26 39 32 


Table II — Number of Funds Legal Holding 
Under 10% 10-20% 20-30% 30-40% 40-50% 50%&Over 


Ss: eer 3 
sR I oe 31 
pea ee 39 
Commons -_....... ia eld 0 
ae eee ters 2 


ee 12 
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4 7 10 10 
6 4 2 4 
6 6 1 1 
14 10 0 0 


U. S. Gov’t Bonds _________- 39.7% 
eR aes OR 22.0 
Preferred Stocks —_.... 13.7 
Common Stocks 22.7 
pS Be Ete 1.9 


Government bonds occurred in every 
portfolio, four funds held no Other 
Bonds, 13 held no Preferred Stocks, 
and Common Stocks appeared in all but 
five. The holdings of these items were 
distributed as shown in Table II. 


Mortgages appeared in only three 
portfolios but, where used, averaged 
33.3% of the portfolios, which partly 
accounts for the “All Other” figure in 
the table being as high as 1.9%. While 
mortgage investment is low in both dis- 
cretionary and legal funds, taken in the 
aggregate, those funds which use them 
do so consistently. 


In the coming months T.&E. will 
publish studies listing the aggregate 
bond, preferred stock and common stock 
holdings of common trust funds as 
shown by fiscal 1953 reports. 


A A A 


New Common Trust Funds 
Reported 


Discretionary common trust funds 
have been established at First National 
Bank, Atlanta (December 1, 1953), and 
at Citizens National Trust and Savings 
Bank, Riverside, Cal. (December 1, 
1953). A legal fund, first in the state, 
was established on October 31, 1953, by 
Central Trust Co., Cincinnati, which has 
had a discretionary fund in operation 
since the close of 1944. 


The report in November 1953 Trusts 
AND Estates (p. 808) that a fund had 
been established at Walker Bank & 
Trust Co. in Salt Lake City proved pre- 
mature. The discretionary fund at First 
Security Bank of Utah, N. A., is there- 
fore the first and only fund in that state. 


Other discretionary funds established 
in 1953 and not previously reported are 
First Wisconsin Trust Co., Milwaukee 
(May 31, 1953), and Exchange Na- 
tional Bank, Tampa (June 1, 1953. 
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CoRPORATE Bonp Prices SHOULD 
RIsE IN 1954 


Whether corporate bond prices move 
up or down in 1954 depends upon sta- 
tistical factors and proper prognostica- 
tions of money managers’ intentions. 
Bond price movements, like commodi- 
ties, reflect demand and supply elements, 
unless artificially influenced. Statistical 
factors require the summation of likely 
demand for bonds, as against possible 
availability thereof. In forecasting these 
main influencing factors a fair degree of 
probability can be ascertained on gen- 
eral lines. 


Naturally, money demand and supply 
movements are influenced by general 
business conditions. Also, the money 
managers may be impelled to influence 
credit conditions as a consequence of 
changing business trends, or for strictly 
independent reasons. Let it be assumed 
that business trends in 1954 will mater- 
ialize along the lines so far forecast by 
economic groups: these assumptions are 
that Gross National Product may not 
decline much more than 5 per cent, that 
volume of residential building may not 
decline much more than 10 per cent, 
that industrial building volume may 
duplicate the 1953 experience, that de- 
fense spending will not be greatly low- 
ered, that unemployment will not rise 
materially, and that consumer purchas- 
ing power will make an excellent com- 
parison with the best year on record — 
1953. 


Under these assumptions of business 
possibilities, it becomes fairly clear that 
the total volume of insurance business 
will hold at a high level, that savings de- 
posits may continue to grow, -and that 
money seeking employment in general 
will not decline much from 1953. In 
total, it seems possiffe that the amount 
of money seeking investment will make 
a good comparison with 1953. Thus, the 
demand for bonds should be active. 


The supply of corporate bonds is 
likely to decline. For the first nine months 
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of 1953, offerings of corporate bonds 
had dropped 10 per cent from the pre- 
vious year, and it seems quite possible 
that there will be further declines in the 
current year. The vast construction pro- 
gram springing out of the defense effort 
has by now been carried very well along 
towards completion. Obviously, financ- 
ing had to be done in the earlier stages, 
and consequently there may be a con- 
tinuing expenditure for plant whch has 
already been financed; therefore, there 
may be a lower demand for money than 
actual expenditures. Also, demand for 
mortgage money may decline if the vol- 
ume of home building contracts. There 
is some belief that corporations subject 
to heavy EPT borrowed beyond their 
needs in recent years in order to get 
tax benefits. This demand for money, of 
course, no longer exists. Inventory ac- 
cumulation in past years also has been 
responsible for money demands, some 
of which eventually fell on the corporate 
bond market. Inasmuch as there is in- 
ventory shrinkage under way currently, 
demand from this source will drop off. 


Perhaps as important a factor as any 
in the probable decrease in corporate 
offerings, especially among industrials, 
will be the rapid growth of corporate 
internal cash flow resulting from accel- 
erated amortization of defense stimu- 
lated facilities and increasing deprecia- 
tion rates in general. 


The only simple assumption is that if 
business conditions tend to soften, 
money must be made cheap, which ob- 
viously means a rising bond market. It 
would be a good guess, therefore, that 
the demand for corporate bonds may ex- 
ceed the supply, and that the money 
managers may desire cheap money. Ac- 
cordingly, probabilities seem to favor a 
stable to strong market for corporate 
bonds in 1954 rather than the reverse. 


R. W. PRESSPRICH & Co. 
MICHAEL S. THOMAS 


TECHNICAL ASPECTS OF STOCK 
MarKet — I 


In the stock market there is always 
something to be said on both sides, and 
in dealing with the future, uncertainty 
will always be with us. It is never pos- 
sible to define precisely the hopes and 
fears dominating the actions of man- 
kind at any given moment, and as we 
enter 1954 this appears to be particu- 
larly true as wide differences of opinion 
are being voiced on the future of the 
stock market. 


The bear argument, greatly over- 
simplified, is that we have seen the end 


of the business boom, based on war 
stimulated demands and the inflationary 
implications of periodic deficit financ- 
ing. Attention is being called to the evi- 
dences of over-production, over-expan- 
sion and the somewhat unstable inven- 
tory situations; declining farm prices 
and income; a squeeze in corporate 
profits; less national defense spending; 
keener competition; carloadings down 
10% and declining; capital expendi- 
tures lower and the F.R.B. index off 
from 243 in March to the current 228 
level and still receding. 


The bull argument, in essence, is that 
we are now on a new economic plateau 
and that stocks are low in relation to 
earnings, dividends and yields; that 
there will continue to be budget deficits; 
that defense spending will continue at 
relatively high levels notwithstanding 
present projected cuts; that there is a 
steady and substantial population 
growth; that the elimination of EPT 
and the inception of a 10% cut in indi- 
vidual taxes indirectly will help stimu- 
late consumer spending and aid corp- 
oration earnings; that the Administra- 
tion is bound to make every effort to 
keep business on an even keel with 
easier credit policies, redistribution of 
defense orders, the removal of some bur- 
densome tax inequities and the applica- 
tion of other economic stimulants such 
as public works, if necessary. Finally, it 
is believed that buying of securities by 
institutional sources will continue in 
large volume in high quality growth 
stocks regardless of the trend of the 
averages. 


As we look ahead to the next twelve 
months in the stock market, restrained 
optimism seems to be giving place to 
skepticism and over-cautiousness. Once 
more, as in 1952, the year just ended 
has closed on a note of caution and the 
same apostles of gloom are boldly fore- 
casting new lows for business and the 
stock market. A projected business de- 
cline has even been given wide front- 
page newspaper publicity. On the record, 
man’s ability to peer into the future has 
not been too good over the years. The 
direction and extent of the risk in the 
market has been statistically measured 
more accurately by knowing which way 
and how far the market has discounted 
actualities than by trying to predict what 
the future may hold. If a stock is cur- 
rently selling at 15 to 20 times earnings, 
the market is saying, in effect, that the 
future is good and the present price in 
the market does not make much differ- 
ence. But, the risk in such a case may be 
much greater than if the stock were 
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selling at only 3 or 5 times earnings be- 
cause the future prospects are deemed to 
be not very bright. However, the fu- 
ture, as reflected by present prices in 
both cases, does not always turn out as 
expected. That is why this writer uses 
charts, with varying degrees of success 
in conjunction with more fundamental 
research, in his efforts to determine the 
current worth and future value of securi- 
ties. In evaluating the present market, 
based partly on the study of hundreds of 
charts as well as consideration of various 
fundamental elements, it would appear 
that many unfavorable factors already 
have been largely discounted. The policy 
of caution and the scare psychology of 
the past several years has resulted in no 
general over-evaluation of securities, 
and this is one reason why the market is 
on sound ground and many stocks are 
not very vulnerable to a much deeper 
correction, but, on the contrary, are en- 
titled to a substantial recovery. 


Since 1950 this writer has stressed 
that the keynote to the market is selec- 
tivity. There seems to be no reason to 
change this view now. Some groups of 
stocks have been in a major bear mar- 
ket for such a long time, such as textiles, 
drugs, movies, farm equipment and 
many others, that it seems impossible to 
start a wide general bear market. Rather 
we have probably been in a prolonged 
bull market with many stocks not mov- 
ing in line with any of the popular stock 
market averages. Therefore, in the face 
of the present indecision on the part of 
investors, the following forecast is made 
for the first quarter of 1954: 


It is perfectly obvious, from studying 
many technical patterns, that the market 
as a whole is neither in a technical posi- 
tion to stage a major upward move nor 
are their any signs of major distribution 
or indications of severe decline. In terms 
of the Dow-Jones industrial average it 
is quite obvious that the 280-290 level 
has been a strong barrier of resistance 
to advance. At this point, as last year 
during the first quarter, and until some 
of the current uncertainties are more 
clearly resolved, investors will be inclin- 
ed to delay making commitments. There- 
fore, this writer believes that in the face 
of the uncertainties in the first quarter 
of 1954 the market is likely to reach 
slightly lower levels and may test the 
268-270 Dow-Jones level, possibly slight- 
ly lower, sometime probably in Feb- 
ruary or March. From this approximate 
level, another period of reaccumulation 
will take place and carry the averages in 
the later part of the year to above 300 
for the Dow-Jones industrials. The rails 
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have been showing very unfavorable 
market action for some time and as long 
as this group is not over-valued, based 
on earnings and dividends, coverage for 
1954 should be quite favorable. Tech- 
nically, this group indicates that further 
decline is likely with the possibility of 
an approach to the September lows of 
90 D.J. and possibly 85-86 D.J. before 
another major uptrend takes place. 


The main object of any investment 
program is to find situations that com- 
bine long range growth with certain 
defensive characteristics. At this time the 
most popular growth industries appear 
to be the electronics, air-conditioning, 
chemical and food chains. However, 
some of the leading stocks in these 
groups are selling pretty high and are 
entitled to some further correction be- 
fore new purchases can be advised. 
Favorable stocks in these groups are 
General Electric, Carrier, Mathieson 
Chemical, and First National Stores. 
The following additional individual 
stocks in diversified lines are suggested 
for purchase on minor setbacks during 
the period ahead: Reynolds Metals, Ohio 
Oil, Otis Elevator, National Lead, United 
Fruit, Combustion Engineering, Swift & 
Co., Federated Department Stores, 
Penick & Ford, Lockheed, Bethlehem 
Steel, Marathon Corp., Pacific Gas & 


Electric and Newmont Mining. 


In general, 1954 looks like a relative- 
ly selective year for most industries, and 
if investor emphasis is keyed to sound 
situations, there appears to be no rea- 
son for selling. Perhaps later on in the 
year stockholders will begin to show a 
willingness to capitalize earnings and 
dividends on a higher basis than hereto- 
fore. Today it is suggested that investors 
follow a policy of switching out of 
stocks on strength during January that 
have rather generally discounted price- 
wise their present earnings prospects 
and purchase many undervalued med- 
ium priced depressed issues which are 
yielding 6% to 8%. This action should 
be considered strategic and timely at this 
early point of 1954 and is strongly re- 
comended. 

HAYDEN, STONE & Co... 
KENNETH WARD 


TECHNICAL Aspects — II 


Over the next six months or more, the 
investor faces, it seems, the following 
probabilities: 

1. Continued decline in total physi- 


cal output and in total business activ- 
ity in dollars. 

2. Greater competition, both from 
within the country and from foreign 
countries. 
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3. A decline in profit margins in 
many basic industries, which in some, 
such as steel, automobiles and some 
chemicals, may be sharp. 

4. A continued high level of capi- 
tal expenditures, aimed not so much 
at expansion of capacity as at reduc- 
tion in costs. 

5. A plentiful, but not a highly 
excessive, supply of money. 

6. Token reform of the capital 
gains tax and in the double taxation 
of dividends. 

7. .The possibility of surprises out 
of the forthcoming conferences with 
the Soviet Union leading to retreat 
from the prospect of war. 

8. In the absence of unforeseeable 
developments, resumption of the ma- 
jor downtrend in the stock market 
averages, which was interrupted by 
the “blue-chip rally.” 

9. A steady-to-moderately rising 
bond market. 


As business activity recedes from the 
multiple boom of the past several years, 
no one can foretell how deep the reces- 
sion will go, but those who must regu- 
larly invest funds are compelled to make 
assumptions. The writer so far assumes 
that the recession will be sharp, rather 
than slow and long-drawn-out, that it 
will not be severe, that is, that it will 
be of the order of 1948-49, rather than 
of 1937-38. No factor will be more im- 
portant in determining its depth than 
the behavior of the consumer. 


Three broad reasons may be given for 
the assumption that the recession will 
not be severe. Though, according to the 


} aggregate figures, it began only last 


summer, readers will recall that actually 
it began for many industries as much 
as two years ago. In part, therefore, it 
is fairly old and only part of the econ- 
omy will from here on have to go 
through the process of reducing produc- 
tion and prices to lower, less urgent de- 
mand. Secondly, in view of the growth 
of the population, the world-wide inter- 
ests we have acquired and the wartime, 
permanent tripling of our money supply, 
it does not seem that the rise in produc- 
tive capacity and the general price level 
represent speculative excesses, those 
overestimates which must undergo sharp 
correction. And thirdly, declines in cor- 
porate and personal incomes will result 
in virtually automatic Federal deficits, 
which, while they will not assure full use 
of productive capacity, will most likely 
stimulate consumer demand for goods, 
acrucial element in the whole question. 

Just as not all common stocks reach 
their bull market highs at the same time, 
so do not all reach their bear market 
lows at the same time. The investor who 
must enhance his yield over what he can 
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obtain from bonds may find, therefore, 
good buys in common stocks even 
though he expects the averages to go 
lower. In the last quarter of 1953, pro- 
fessional investors, spurning_better- 
yielding industrial issues, crowded the 
market for growth blue-chips. To some, 
the resultant rise in the industrial and 
utility averages suggested the start of a 
new bull market or a resumption of the 
old one of 1949-53. To the writer, that 
rally suggests, rather, a resumption of 
the downtrend that set in last spring. In 
the past, spirited rallies in the blue chips 
(of the period) to new highs, occurring 
after a major bull market, have been 


followed by sharp, general declines 
(compare the rallies in 1937 and in 1946 
that preceded the breaks) . 

After their furious rises, the most 
popular blue-chips appear to the writer 
distinctly and relatively unattractive, 
price-wise. They are the issues most like- 
ly to suffer most in the final stages of the 
major downtrend in common stocks. 

More defensive investment will be 
found, I think, in the better companies 
in those groups which either have risen 
little or have already been depressed for 
as much as two years. It seems obvious 
that if these issues experience a substan- 
tial decline from the present levels, ‘it 
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will be because of a deep recession, in 
which event, the recently-favored blue- 
chips, selling at 20-times earnings or 
higher, would fall even more percent- 
agewise. In general, these more defen- 
sive issues are to be found in the con- 
sumer non-durable goods fields; drugs 
(ethical and proprietary), some food 
issues (those which have not already 
risen substantially), beverages (soft 
drinks and distilling) and some issues in 
retail trade. Outside these fields, a few 
severely depressed issues may be found 
which ought to hold up unless the reces- 
sion is severe: the best of the farm 
equipment stocks (it seems likely that 
high supports will be continued for an- 
other year) are an example. Also defen- 
sive should be the best cement stocks: 
the deeper the recession, the greater will 
be, perhaps, their popularity. 


A. M. Kipper & Co. 
A. J. CORTESE 


BANK AND INSURANCE STOCK 
PROSPECTS 


The salient characteristic of insurance 
business is the inherent cyclical nature 
of underwriting earnings attributable to 
the “time lag” between loss experience 
and premium rates and the further lag 
between the time rates are changed and 
their reflection in underwriting earnings. 
As a consequence of these and other var- 
ious economic factors seldom do all lines 
of business produce either profits or 
losses at the same time. Therefore the 
1954 outlook for insurance companies 
depends upon the distribution of their 
premium volume. 


Premium rates on straight fire insur- 
ance were reduced in 18 states in 1953, 


for rates follow experience and the pre- — 


ceding 5 years were among the most 
profitable on record. Similarly, automo- 
bile physical damage underwriting also 
has been abnormally profitable and the 
same remedy has been applied — 20 
states cut rates on this line in 1953, with 
minor increases granted in seven. 
Though there certainly will be some dif- 
ferential between reduced rates and their 
impact upon earnings, declining profits 
provide rather poor investment back- 
ground. Roughly half of the insurance 
stocks available for public investment 
derive, on average, over 60% of their 
total premium volume from these two 
lines. 


Conversely, rate increases in automo- 
bile liability and property damage lines 
have changed the entire underwriting 
picture, transforming the huge 1951 and 
1952 losses to good profit in 1953 with 
all signs indicating 1954 will be even 
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better. Therefore, those casualty com- 
panies obtaining the major share of 
their premiums from the two automobile 
lines should report abnormally good 
earnings in 1954. 


Increased premium volume, higher 
interest rates on bonds (higher than 
those on bonds currently maturing) , and 


_lower effective tax rates will make in- 


vestment income of casualty insurance 
companies increase at a greater rate in 
1954 than that of the fire insurance com- 
panies. Since capital funds of casualty 
insurance companies are invested almost 
entirely in bonds, good increases in divi- 
dends seem likely. 


The 1954 outlook for banks involves, 
we think, a slackening in deposits and 
loans, increased operating costs and low- 
er interest rates, offset to a degree by 
lower taxes, and possible changes in re- 


Plant and Equipment Expenditures 
Business investment in late 1953 exceeds 


previous plons — early 1954 programs 
equal 1953 average rate 
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STEADY 1954 CAPITAL OUTLAY SEEN 


Capital outlays for the first 1954 quarter 
give indication of continuing at around $28 
billion annual rate, only slightly below the 
estimated $28.3 billion of fourth quarter 1953. 
The year just closed was one of great activ- 
ity, up almost $1.5 billion from 1952 and 
more than one fourth higher than in the 
immediate pre-Korean War period. These 
figures are based upon surveys of the De- 
partment of Commerce and the Securities 
and Exchange Commission. The chart here- 
with shows graphically the total trends and 
group movements in recent years. 


serve requirements. and government fis- 
cal policy. Central Reserve City “money. 


market banks” may very well report | 


lower earnings in 1954 mainly because 
of lower loan volume. Earnings, we 
think, will remain about the same as in 
1953 for branch-system banks or those 
operating in the so-called “growth 


areas.” Some dividend increases seem | 
likely as the need diminishes for build. § 


ing up capital funds through retention of 
30% to 40% of operating earnings. 


GEYER & Co., INCORPORATED 


MunicipaL MarKets ACTIVE 


The year 1953 tested the mettle of | 


the tax-exempt industry. A record vol- 
ume of approximately $5.5 billion in 


municipal bonds was brought to market | 


— more than $1 billion above the 1953 
figure. Current expectations are that 
this volume will be equaled or exceeded 


during 1954, 


A steady price decline prevailed in 
the municipal market throughout the 
first half of 1953, attributed to tight 
money market conditions, Federal Re- 
serve Policy and pressure on interest 


rates from all quarters. Distribution of | 


roughly $2.5 billion municipal bonds 
was achieved despite that period of 
adverse conditions. 


In late June, the market rallied when 
a reduction in reserve requirements was 
announced and the Federal Reserve 
adopted more aggressive action in open 
market activities. This created a sharp 
upturn in both government and munici- 
pal bond prices which continued until 
mid-November. Prices then leveled with 
some further advances marked before 
the year’s end. The new government 
344s sold at a discount during mid- 
summer but were quoted five points 
above par by the close of 1953. 


Projects financeable through the issu- 
ance of tax-exempt revenue bonds re- 
corded further gains in popularity dur- 
ing 1953. Of the record $5.5 billion 
municipal bonds sold during the year, 
more than $1.5 billion were revenue 


‘bonds. Toll roads and toll bridges were 


the major projects financed by this in- 
creasingly popular device. 


In the general obligation field, State 
governments were majer borrowers. 
The Federal Housing program was the 
largest borrower in the municipal 
market. 


The outlook for 1954 is much brighter 
than it was at the start of 1953. Al- 
though the volume of issues is expected 


to be as large, or larger, market condi- © 


(Continued on page 47) 
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IRVING TRUST COMPANY 


NEW YORK 


STATEMENT OF CONDITION, DECEMBER 31, 1953 


ASSETS 


Cash and Due from Banks 


U. S. Government Securities 


- $ 395,600,967 
373,250,363 


U. S. Government Insured 
F.H.A. Mortgages ...... 31,753,358 


Other Securities ........ 28,830,717 
Stock in Federal Reserve Bank . 3,150,000 
607,671,482 
First Mortgages on Real Estate . 4,603,125 
Banking Houses. ....... 14,647,542 


Customers’ Liability 
for Acceptances Outstanding . 22,937,260 


Clee Aosets 2. tn ttt tes 4,951,733 


Loans and Discounts 


$1,487,396,547 


LIABILITIES 
Capital Stock (5,000,000 shares—$10par)$ 50,000,000 
a ee ee 55,000,000 
Undivided Profits ....... 17,513,424 
Total Capital Accounts . 122,513,424 
Deposite ........... %1,323,864,572 


Reserve for Taxes and 
Other Expenses ....... 8,118,430 


Dividend Payable January 2, 1954. 2,000,000 


Acceptances: Less Amount 
re 24,269,704. 


Other Liabilities . . . =e 6,630,417 
$1,487,396,547 


United States Government Securities are stated at amortized cost. 
Of these, $57,750,602 are pledged to secure deposits of public 
monies and for other purposes required by law. 
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Savincs Bank Eouity Funp Reports 
GROWTH 


Evidence of continuing _ interest 
among the savings banks of New York 
State in equity investment under the 
limited permissive powers granted them 
is found in the holdings of the Institu- 
tional Investors Mutual Fund, Inc., as 
of December 3lst, 1953. When shares 
in this Fund were offered in May, 1953 
at $1,000 each, sixty banks became par- 
ticipants and the initial report at June 
30th showed total assets of nearly $3.9 
million.* There are now 62 banks rep- 
resented, or nearly half of the 130 
mutual savings banks in the State, which 
have pooled assets in the aggregate of 
slightly over $6 million, which repre- 
sented a per share valuation of $1,- 
045.75 as of January 5, 1954. At the 
September 14th stock market low, the 
Fund’s valuation was $967.58, the low 
point having been at $952.96 on June 
16th. 


The Fund portfolio as of December 
31st indicates no change in. investment 
direction or policy, but some new com- 
mitments in the favored groups have 
been made. In general, however, policy 
has been to increase positions in those 
companies appearing in the June 30th 
statement. Utilities again lead the pro- 
cession at 21%, followed by 11.7% in 
Oils, 10.6% in Foods and 9.7% in Re- 
tail Trade. The portfolio investments 
are shown in the accompanying table. 


Stock MARKET DoLpruMs 


More than 75% of all shares listed 
on the New York Stock Exchange have 
not changed hands in the last two years. 
The period between the end of 1951 and 
the beginning of 1954 has been one 
of the longest recorded spans of slow- 
motion in the whole history of the 
market. One has to go back to 1911-13 
and 1923-24 to find even close parallels. 


This apparently means that share- 
holders have become accustomed to a 
comparatively stable market, regard 


*(See T&E, July 1953, page 506). 
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their stocks as investments rather than 
speculations and therefore sell them re- 
luctantly and then only for some sound 
reason. During 1953 investors, and in- 





stitutional investors especially, were 
less avid buyers of the more volatile 
issues and concentrated on investment- 
grade stocks. At this time there is no 
indication of a trend in a new direction 
other than switching based upon degree 
of risk evaluation but some observers 
predict that the next bull market will 
bring renewed activity in the speculative 
issues, especially. 


BiueE Cures ok WHITE Cups? 


The price spread between high-return 
stocks and stocks of institutional grade 
has become so wide that many analysts 





Investments in Institutional Investors Mutual Fund, Inc. 











MARKET 
SHARES Group VALUE 
CHEMICAL 
Lien CO 
1,400 Hercules Powder _ 96,950 
1,700 Texas Gulf Sulphur __. 137,275 
1,400 Union Carbide 103,950 
5,600 $456,287 
(7.5%) 
CONTAINERS 
3,900 American Can - $154,050 
3,000 Continental Can 163,500 
6,900 $317,550 
(5.2%) 
FINANCE 
2,200 Beneficial Loan Corp. _.. $ 84,150 
4,800 C.LT. Financial Corp. 144,000 
3,800 Commercial Credit 133,950 
10,800 $362,100 
(5.9%) 
FOOD 
2,300 American Chicle —.. $112,987 
2,000 Borden 6 eS: 120,500 
1,500 Corn Products 110,437 
1,900 General Foods - —— 
1,800 National Dairy _......... _—- 117,450 
1,000 Sunshine Biscuit _--__. 72,000 
10,500 $647,136 
(10.6%) 
METALS 
3,800 Climax Molybdenum ___.. $141,550 
(2.3%) 
PETROLEUM 
1,900 Continental Oil $ 98,800 
pS ee 129,000 
2,000 Phillips Petroleum _ 107,000 
1,600 Shell Oil _. 123,200 
3.000 Skety OF} ..._.......... «106,500 
2,200 Standard Oil of Cal. _. 116,325 
2,300 United Carbon 132,825 
15,400 $813,650 
(11.7%) 
RETAIL TRADE 
1,300 First National Stores $ 68,250 
2,510 Food Fair Stores 78,751 
2.700 H. L. Green Co. __. 83,700 








2,000 Jewel Tea ne 84,500 
1,600 Montgomery Ward __. 89,600 
1,900 G. C. Murphy 82,650 
taee 1. C. Peaaey 104,300 
13,410 $591,751 
(9.7%) 
RUBBER 
1,400 Goodrich $107,625 
(1.7%) 
TOBACCO 
2,200 American Tobacco __.. $135,300 
1,600 Liggett & Myers _ 103,200 
ane 4a, 96,900 
3,400 R. J. Reynolds “B” 134,300 
11,000 $469,700 
(7.7%) 
UTILITIES 
3,300 American Gas & Elec. _ $114,262 
800 American Tel. & Tel... 124,900 
1,700 Carolina Pr. & Lt. 70,550 
3,200 Cincinnati Gas & Elec. __ 69,600 
1,800 Commonwealth Edison _. 66,825 
2,200 Con. Edison of N. Y. 89,925 
2,600 Con. Gas of Balt. 70,200 
3,200 Gulf States Utilities 84,800 
1,400 Idaho Power _.... 61,600 
2,700 Kansas City Pr. & Lt. __ 86,400 
1,700 Louisville Gas & Elec. _ 69,275 
5,200 Northern States Pr. 71,500 
3,200 Oklahoma Gas & Elec. _.. 85,200 
2,100 Philadelphia Elec. _ 67,987 
2,700 Virginia Electric 73,237 
2,300 Wisconsin Electric 66,412 
40,100 $1,272,673 
(21%) 
MISCELLANEOUS 
4,700 Gen. American Transport. $188,000 
See Gane, Pe a 97,175 
5,000 Mead Johnson _..... ; 76,875 
3,000 Pfizer eee ae 100,875 
2,900 Sterling Drug —__ 105,850 
17,900 $568,775 
(9.3%) 
136,810 Total Common Stocks _. $5,748,801 


$300,000 U. S. Treasury Cert. 
(5%) of Indebtedness due 9/15/54 $302,531 





Total Investment Value $6,051,332 


TRUSTS AND ESTATES 
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are recommending the purchase of sec- 
ond-grade issues. An early January 
check found some trust officers follow- 
ing a modified version of this policy. 
One of them ventured the opinion that 
in a well-diversified list of high-yield 
stocks very few would be likely to pass 
or pare dividends in 1954, Many high 
yields, it is argued, are better protected 
than is indicated by price-earnings 
ratios. 

An insurance company analyst point- 
ed out that 1954 will be a good year to 
seek dividend income, with personal in- 
come taxes down 10%, and a strong 
possibility that Congress will take 
token action at least against double 
dividend taxation. Summed up, there 
seems to be some feeling that too high a 
premium on quality and too great a 


discount on risk has been built up in 
certain cases which offer opportunities 
to the keen analyst. 


“FLEXIBLE” INVESTMENT — Pro 
AND Con 


The art of investment management is 
constantly evolving and will no doubt 
continue to do so as available statistical 
data multiply. Methods geared to an 
index, theory, or a combination thereof 
and designed to produce superior re- 
sults in income, safety of principal or, 
sometimes most importantly, capital 
growth, have ranged all the way from 
pure hunch or astrology (with apologies 
to the shades of the Goldsmith Financial 
Service and Evangeline Adams) to the 
most recent refinements of formula 
plans. The acid test of successful money 
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Condensed Statement of Condition December 31, 1953 


management lies in results over a full 
cycle or longer and, while all experi- 
enced managers will admit freely to less 
than omniscience, their records must 
substantially approximate the goals de- 
fined as the original objective — or 
else! 


These remarks are motivated by com- 
ments of A. Wilfred May in The Com- 
mercial and Financial Chronicle upon 
a recent article in TRUSTS AND EstaTEs* 
by A. J. Cortese, market analyst of A. 
M. Kidder & Co. In essence, Mr. Cor- 
tese advocates a flexible, rather than a 
static, market approach, based upon 
continuing appraisal of industry pros- 
pects and regardless of capital gains or 
losses incurred in making a switch, It 


*(T&E October, 1953, page 704 and Commercial 
& Financial Chronicle, Dec. 10 and 24.) 
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ASSETS 
Cash on Hand and Due from Banks..... eee  $197,683,850.66 
United States Government Securities....... 238,456,672.69 
State and Municipal Bonds and Notes...... 45,430 ,634.78 
Stock of the Federal Reserve Bank.......... 1,650,000.00 
Other Bonds and Securities (including Shares 
of Morgan Grenfell § Co. Limited and 
Morgan & Cie. Incorporated)............. 9 210,376.19 
Loans and Bills Purchased...............00 285,688 826.34 
Accrued Interest, Accounts Receivable, etc... 4,375 ,696.64 
BOM TO. vcincc ss). dadawcadiodeitoes 3,000,000.00 
Liability of Customers on Letters 
of Credit and Acceptances. ......ccecsecece 11,894,134.99 
$797,390,192.29 


LIABILITIES 
$ 24,854 ,445.29 
634.235,142.45 
28 481,111.15 


Deposits: U. 8S. Government 
fll Other...... 
Official Checks Outstanding 


SE IIE so 6h ois og aes 
Accounts Payable, Reserve for Taxes. etc.... 
Acceptances Outstanding and Letters of 


$687 570,698.89 
22,000,000.00 
6,977 255.61 


COE FN isn 53 Honea dads ak ae Vase 12,208 974.64 
Capital—250,000 Shares ......cccccsccccccece 25,000 ,000.00 
i ee Tee re pa min ere ‘. 30,000 000.00 
Undivided Profits....cecceceseces pane epawe 7 13,633,263.15 

$797 390,192.29 





United States Government securities carried at $37,814,075.28 
in the above statement are pledged to qualify for fiduciary powers, 
to secure public monies as required by law, and for other purposes. 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 


MORGAN §& CIE. INCORPORATED 


14, Place Vendome. Paris, France 





MORGAN GRENFELL §& CO. LIMITED 
28, Great Winchester Street, London E. C. 2, England 
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lis capital conservation, he maintains, 
‘to “sell on doubt” because to await 
proof is, nearly invariably, to assure a 
loss. With this thesis Mr. May differs, 
contending that intermediate and 
longer-term holding of premier equities 
will reward the investor more hand- 
somely than trying to “outguess the 
guessers.” 


While the remarks of these able com- 
mentators are not exclusively directed 
to the field of institutional management, 
the practical approach for professional 
managers would appear to lie some- 
where between these opposed viewpoints, 
depending upon the desired objective. 
The trust investment officer, for ex- 
ample, cannot buy or sell except for a 
sound reason, nor can he hold funds 
uninvested indefinitely awaiting a buy- 
ing point, or keep his beneficiaries 
happy with low return on short-term 
commitments. 


Nor can most trustee accounts be 
exclusively invested in growth company 
equities, such as those cited by Mr. May, 
which can be tucked away and left to 
treble or quadruple in value over a ten- 
year holding span. This happy state 
would indeed be the trust investment 
officer’s dream. There will inevitably be 
cyclical industry commitments which 
should be sold at the right time and it 


Paris 
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would seem more prudent to take action 
than to shut one’s eyes and hope for 
the best. Perfection is surely not likely 
of attainment but professional group 
appraisal can eliminate much of the 
hasty or emotional snap judgment in- 
herent in the individual. 


The divergent investment philosophies 
outlined by these gentlemen are natur- 
ally interesting to managers of other 
people’s money. Perhaps the principal 
value of their discussion lies in the 
logical conclusion that sound group 
judgment based upon adequate statisti- 
cal information, supplemented by field 
trips and management appraisals, rather 
than complete reliance upon an exclu- 
sively “blue chip” portfolio to avoid 
possible criticism, is the answer to 
the problem. Astute management will 
always be ahead of the crowd in selec- 
tion of “coming” securities and will 
prosper accordingly because of the 
proven value of their services to the 
investor. Hence, a “flexible” approach 
both in timing and selection seems to 
have much to recommend it. 


LirE ComMPANY INVESTMENT INCOME 
Up 


Estimated net investment earnings of 
United States legal reserve insurance 
companies, as reported at the December 





Trust Companies and other Financial Institutions 
on CANADIAN OIL COMPANIES 


“Financial Statistics available upon request” 


Inquiries Invited from... 


L. G. BEAUBIEN s C2 


LIMITED 
Montreal 


Brussels 


Quebec - Ottawa - Trois Riviéres - St. Hyacinthe - Shawinigan Falls 





DOW-JONES AVERAGES 


JAN.4 DeEc.1 JAN.2 
1954 1953 1953 
30 Industrials 282.89 281.10 292.14 
20 Railroads 95.50 98.91 111.18 
15 Utilities 52.22 52.52 52.35 
65 Stocks 106.69 107.52 113.40 


annual meeting of the Life Insurance 
Association of America, are expected to 
approximate $2.5 billion for 1953, about 
$200 million above the previous year. 
Translated into percentages, this indi- 
cates about 3.35% before taxes and 
about 3.13% after taxes. Federal in- 
come taxes have absorbed 50% or 
more of the roughly 50 point improve- 
ment in yield over recent years but, in 
spite of this, increased policy dividends 
in some cases have served to ease the 
financial burden of carrying today’s 
larger insurance protection programs. 


PENSION INVESTMENT Po.icieEs VARY 
WIDELY 


Commenting upon investment re- 
quirements of pension funds, the Fed- 
eral Reserve Bank of New York in its 
December Monthly Review states that 
emphasis has been concentrated, in debt 
instruments, upon long-term obligations 
of seasoned names, as liquidity is as- 
sured by new cash inflow. The chief 
difference between insurance company 
and trust company management lies in 
greater accent upon real estate obliga- 
tions by the former, because of their 
experienced mortgage background, while 
trust company investment policy has 
leaned to more liberal use of equities, 
although the range varies widely. 


A typical ratio under trust company 
management is approximately 25% in 
common stocks, 5% in_ preferreds, 
around 15% in Governments, and the 
balance of 55% in high-grade corporate 
honds. Some trustee participation in 
the real estate field is noted, however, 
in large mortgages upon income prop- 
erties, sale and lease-back deals, and 
oil payment contracts. Nor are commit- 
ments confined to the listed markets, 
many trustees having made direct place- 
ments with the issuer because of the 
slightly higher return available at times. 
The observation is also made that, sub- 
ject to the terms of the pension fund 
agreement, trustees generally have more 
investment flexibility than does the in- 
surance company, although tax laws 
militate against setting up a reserve for 
losses, which may at times hamper 
switching operations unless gains and 
losses can be paired. 


TRUSTS. AND ESTATES 


an) ae a ee 


oft. @S sn 4A tk = 


° 


look 
beca 
ing 
If ec 
adva 
Teas 
with 
tial. 
the | 
pay 
pros) 
optin 
W 
value 
sides 
how 
does 
out? 
down 
the | 


asw 


Janu 





ooo -» 


1s 


e- 


d- 


at 
bt 
ns 
iS- 


ief 


ny 


sa- 
ir 
ile 
as 


ate 


er, 
»p- 
nd 
it- 
ts, 
ce- 
the 


ies. 


ind 


ore 


ws 
for 


per 
ind 





Convertible Bonds 


WHEN ARE THEY ATTRACTIVE ? 


ROGER F. MURRAY 


Vice President, Bankers Trust Company, New York 


ONVERTIBLE BONDS ARE AN EXAMPLE 
> of the never-ending search for the 
kind of security which is advantageous 
to everyone concerned. The appeal to 
the issuing corporation is based upon: 


1. The opportunity to sell com- 
mon stock close to or above the cur- 
rent market. By calling the bonds at 
some future date, the holders can be 
forced to convert and the entire issue 
eliminated. 


2. Low capital cost while the pro- 
ceeds are being put into productive 
use. Since rates are lower than on 
public offerings of straight debt, 
there may be a substantial aggregate 


saving even though the conversion 


feature never becomes important. 


3. Flexibility in the capital struc- 
ture. If funds are profitably employed 
because of a good volume of business, 
there is a good chance that the stock 
will rise to the point where conver- 
sions will take place. On the other 
hand, if slack business makes the 
additional capital redundant, it prob- 
ably can be withdrawn by calling the 
bonds before any significant volume 
of conversions. 


The investor, on the other hand, 
looks with favor on convertible bonds 
because he seeks security without giv- 
ing up all opportunity for capital gain. 
If convertible bonds are bought to good 
advantage, they may provide a floor 


' reasonably close to the purchase price 


without restriction on the upside poten- 
tial. This is an attractive prospect for 
the buyer, always provided he does not 
pay too much for it, or provided the 
prospect is not merely the figment of an 
optimistic imagination. 

When the conversion feature becomes 
valuable and effective, presumably both 
sides share in the happy result. But 
how often’ does this happen? When it 
doesn’t, how does the investor make 
out? Is he protected adequately on the 
downside? What does the experience of 
the postwar years suggest as possible 
answers to these questions? 


January 1954 


Except for an in- 
terlude of military 
service during World 
War II, Mr. Maur- 
ray’s entire business 
career since gradua- 
ting from Yale Col- 
lege has been spent 
» in Bankers Trust Co. 
: : An experience of 
about ten years in the investment manage- 
ment of Trust Department portfolios was 
followed by a number of years in invest- 
ment, credit, and economic analysis work. 
While working, he completed his graduate 
studies in banking, finance, and economics, 
leading to a Ph.D. degree from the Gradu- 
ate School of Business Administration, New 
York University. Mr. Murray has spoken 
and written extensively in the field of 
banking and finance. His present position 
is Vice President in the Pension and Per- 
sonal Trust Department. 





Postwar Volume of Convertible 
Bond Financing 


Excluding $2 billion of American 
Telephone & Telegraph Company con- 
vertibles, which represent a special case 
for separate examination, the record 
of financing from the beginning of 1946 
through the first half of 1953 is as 


follows: 


New Convertible Bond Financing of 
General Investment Interest* 


Number Amounts in 
Period of Issues Millions 
ae 5 $ 29.2 
ane 5 38.5 
a... 6 177.9 
— 6 82.2 
aes 3 84.6 ~* 
1951 8 48.7 - 5%: 
ie... 18 411.6 
i —— 8 343.7 

59 $1,216.4 


*Defined as domestic issues of $1 million or 
more of companies generally known to investors. 


7First half. 


The volume of offerings during this 
period was largely concentrated in a 
few industries: 


Diversification of Offerings 





Number % of Total 
Industry of Issues Volume 
Oil and gas __. 10 45.6% 
Electric and gas 
utilities ___ 17 22.8 
Chemical _... 3 10.3 
All other 29 21.3 
59 100.0% 


This distribution by industries shows 
the use which the electric and gas utili- 
ties have recently been making of this 
type of financing. 


Timing of Investments 


It is well known that companies are 
most eager to sell, and investors to buy, 
convertible securities at the time when 
they are most likely to prove disappoint- 
ing holdings.* A small-scale illustration 
of this fact can be found in the five 
small convertible bond issues sold dur- 
ing 1946 (all in the months of April, 
May, and June) when there was a buoy- 
ant stock market, especially for medium 
and lower grade issues. No doubt some 
investors sold equities to buy these 
bonds on the assumption that they were 
being protected against price declines 
yet retaining an opportunity to share 
in any advance that might develop. 


These five issues, however, had a 
sorry record. During the next three 
years there were no profits, and at the 
1949 lows for each bond, the average 
loss was over 40%. This proved to be a 
greater loss than the 24% decline in the 
Dow-Jones Industrial Stock Average 
from the 1946 high to the 1949 low. 
The uneven quality of the group, some- 


“what typical of the issues which are 


usually offered near the peak of a stock 
market advance, is illustrated by the 
fact that, even taking each bond at its 
1951 high price, the composite experi- 
ence produced a 14% loss, and the cur- 
rent loss would be moderately larger. 


*See the writer’s article on convertible preferred 
stocks in the June 1953 issue of TrusTs AND Es- 
TATES, page 428. 
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On the other hand, the experience 
with convertible bonds purchased dur- 
ing the drab markets of 1947, 1948, and 
1949 was very good. These three years 
produced seventeen issues for which 
the results up to the present time have 
been as follows: 


Number 

of Issues 
Profit of 25% or more 10 
Profit of less than 25% e 5* 
Loss .... : 2 
17 


*Includes two issues redeemed without value be- 
ing attached to the conversion feature. 


These issues were of high average 
quality (twelve were offered by public 
utility companies), at least partly be- 
cause the market was not receptive to 
lower grade issues. Buying at this time, 
therefore, was advantageous to the in- 
vestor both in relation to the outlook 
for equity prices and in the matter of 
the availability of good bond invest- 
ments. 


More Recent Experience 


The three convertible bond issues of 
general interest which were offered in 
1950 produced profits ranging between 


THE BANK FOR ALL THE PEOPLE 


G56. U. & PAT. OFF. 








CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1953 


ASSETS 
Cash on Hand andin Banks .......+.++% 255,038,401.11 


United States Government Securities. ..... 


465,288,249.91 


State, Municipal and Other Securities, including 


Stock of the Federal Reserve Bank ...... 
Loansand Discounts ..«cccccccececevee 


135,976,487.70 
500,654,424.45 


Bank Premises. . . . 
Other Real Estate ... 
Other Assets . . « « « 


Capital Stock .«-eec-e 
Surplus 2. & & 2 €¢ @ © 
Undivided Profits .. . 


DEPOSITS 
Commercial and Savings 


Estates and Corporate Trust . 


LIABILITIES 

- - $ 17,500,000.00 
ee 42,500,000.00 
ee 16,073,131.93 


Capital Funds 


- - $1,234,659,241.71 
42,986,450.12 


Accrued Taxes, Interest,etc. .....++e-s ° 


Other Liabilities . ... 


3,208,583.36 
1.00 
5,620,778.91 


$1,365,786,926.44 


$ 76,073,131.93 


1,277,645,691.83 


8,726,206.10 
3,341,896.58 


$1,365,786,926.44 


United States Government Securities carried at $101,823,282.10 are pledged tosecure U. S. Govern- 
ment Deposits and other Public Funds and for other purposes as required or permitted by law. 


Assets are shown NET after deducting Valuation Reserves. 


Ohio’s Largest Bank 
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Member: Federal Deposit Insurance Corporation 


welcomes individuals and corporations 
seeking new or additional banking services. 


60 CONVENIENT OFFICES 


Northern Ohio: 


Painesville * Willoughby « Bedford « Solon 


Lorain and 
Everywhere in Greater Cleveland 
COMMERCIAL -« SAVINGS -« 


2% ON SAVINGS 
753,246 SAVINGS AND CHECKING DEPOSITORS 


TRUSTS 
Largest branch banking system between New York and San Francisco 


Federal Reserve System 


20% and 50% during the subsequent 
year as the stock market continued its 
advance. This permitted all three issuers 
to force conversion after the bonds had 
been outstanding for only a compara- 
tively short period. 


The offerings of 1951, 1952, and 
early 1953 are more interesting to study 
because they had to stand a different 
kind of a test: a sharp rise in interest 
rates, notably in the late spring of 1953, 
without any persistent rise in equity 
prices. These issues came along for the 
most part in a sober atmosphere and at 
a time when no great buoyancy was 
visible in the stock market. As a conse- 
quence, the average quality was good 
and the principal impact on prices was 
that of higher interest rates rather than 
deterioration in credit standing. 


The results shown by these more re- 
cent issues are summarized below. After 
segregating those bonds which contin- 
ued through the middle of 1953 to show 
some premium over the offering price, 
the remaining twenty-six issues have 
been classified on the basis of the degree 
to which they shared in the general 
bond market decline. Interest rates on 
good quality corporate bonds rose by 
an average of about 20% from the 
beginning of 1953 to the debacle of 
May and June. The price decline which 
a 20% rise in yield would have caused 
has been used, therefore, as the measure 
of whether each bond declined more or 
less than the bond market as a whole. 


Experience of Recent Issues 


Year of Showing Declining Declining 
Issue a Profit Less More 
i 5 2 
Wee 5 8 5 
1953+ 2 4 2 

8 Ry 9 
+First half. 


While this measurement cannot be 
made too precisely and a liberal appli- 
cation of judgment has been employed 
in this summary, there appears to be 
a solid basis for the conclusion that con- 
vertible bonds were a good defense 
against the drastic decline in bond 
prices which took place in the late 
spring of 1953. This is an especially 
good performance because the prices of 
these issues were not receiving a lift 
from the market for equities. 


Special Case of “Telephone” 


Because of their basically different 
characteristics, five issues of American 
Telephone & Telegraph convertible de- 
bentures, aggregating $2 billion, have 
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been omitted from consideration in the 
preceding comments. The postwar ex- 
pansion program of the Bell System 
called for the sale of common stock in 
fabulous amounts. The company, by 
successive issues of convertible bonds, 
could, in effect, keep the books open for 
equity subscriptions throughout the pe- 
riod of high demand for capital. This 
was not a project which could be under- 
written, except in the sense that the 
conventible debentures would always 
have a good market as high grade bonds 
because they carried a realistic coupon. 
The conversion price was set sufficiently 
below the market to stimulate the inter- 
est of stockholders by giving their sub- 
scription rights a value of around $1 
or $2 each. The various postwar issues 
were quoted at initial premiums aver- 
aging in excess of eleven points. 


Thus, the bonds have not been the 
usual kind of convertible issue which 


. is designed to save interest charges, to 


sell stock above the existing market, or 
to accomplish both purposes. The Amer- 
ican Telephone Company, on the con- 
trary, has paid the going rate and 
offered stock below the market in order 
to accomplish equity financing on this 
tremendous scale. It is the only method 
yet devised to make a “tap” offering of 
common stock and, in effect, to keep 
the books open for a number of years. 


Since having the bonds sell at a sub- 
stantial premium is a logical part of the 
program, their market behavior is dif- 
ferent from that of many other issues. 
The record is notably good in several 
respects. In the case of three of the 
five offerings, the bonds have never 
sold significantly below the initial pre- 
mium and gave investors a fairly good 
profit with few uneasy moments. In the 
1953 bond market debacle, moreover, 
all of the issues still outstanding be- 
haved materially better than the market 
as a whole and appreciably better than 
the general run of convertibles. This ex- 
cellent performance reflected, of course, 
the sustained strength in the market for 
A.T. & T. stock on which the convertible 
bond prices were resting. 


Implications for Investment Policy 


The experience of investors with con- 
vertible bonds during the postwar years 
Suggests that good results can be ob- 
tained if sufficient care is exercised in 
the selection of individual issues with 
relation to quality, price, and prospects. 
Excluding the American Telephone is- 
sues, to which all of these conclusions 
would not necessarily apply, we are 
justified in accepting four principal 
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guides to sound investment decisions in 
the convertible bond field: 

1. The bond should be one which 
the investor would be satisfied to buy 
on the basis of the borrower’s credit 
standing and not one which he would 
pass up except for the conversion fea- 
ture. It is axiomatic that an attractive 
conversion rate does not make a good 
bond out of a poor one, yet quite fre- 
quently investors are induced to buy 
subordinated obligations simply be- 
cause they are convertible. 

2. The yield should be reasonably 
close to the level of bond yields for 
issues of comparable quality, just in 
case it takes longer than anticipated 
for the conversion feature to develop 
value. 


3. The investor should be quite 
willing to have an investment in the 
common stock of the same company 
if an equity were appropriate for his 
portfolio. If the equity does not repre- 
sent an attractive investment, neither 
is the convertible bond likely to prove 
a desirable holding. Furthermore, the 
stock should look attractive on both a 
short and an intermediate term basis. 
It is not sufficient merely to see at- 
tractive long range prospects. 


4. The atmosphere should be domi- 
nated by caution and a skeptical ap- 
praisal of the outlook. Experience 
shows that this is the most promising 
background for a successful invest- 
ment. 








FIDELITY-PHILADELPHIA 
TRUST COMPANY 


BANKERS SINCE 


1866 


BROAD AND WALNUT STREETS, PHILADELPHIA 9 
STATEMENT OF CONDITION DECEMBER 31, 1953 
ASSETS 


Deposits with other Banks and Cash on hand . 


Securities, at Amortized Cost: 


U.S. Government Obligations. 
Obligations of Federal Agencies . 
State and Municipal Securities . 


Corporation Bonds . 
Other Securities . 


Loans and Mortgages: 
Loans . 
Mortgages . : 
Less: Loan Reserve . 


Accrued Interest Receivable 


. $ 67,346,560 


. $ 64,999,833 
2,115,442 
10,717,562 
5,946,450 
803.651 


$ 84,582,938 


. $118,912,583 
3,132,196 
2,243,134 


$119,801,645 
.§ 909,914 


Investment in Fidelity Building Corporation, 


a Subsidiary Company . 


Furniture, Fixtures, Leasehold improvements and 


Miscellaneous Assets . 
Total Assets. 


2,389,117 


, 865,185 
. $275,895,359 


LIABILITIES 


Deposits: 
Saving and Other Time . . 
U.S. Government. 
All Other 


Unearned Discount . 


Accrued Taxes, Interest and Expenses : 


Other Liabilities . 
Total Liabilities. 


. $ 25,297,537 
4,990,073 

. 213,738,938 
$244,026,548 

. $ 526,747 
1,545,211 
90.439 
. $246,188,945 


SHAREHOLDERS’ INTEREST 
Capital Stock (Authorized and Outstanding— 


Surplus. . . 
Undivided Profits. : 
Reserve for Contingencies . 


Total Capital . 


Total Liabilities and Capital ‘ 


343,000 shares of _ par value). 


. $ 6,860,000 

er 15,640,000 
_ 5,206,414 
oe ae 2,000,000 
. $ 29,706,414 

. $275,895,359 














Note: Government, public agency and certain other deposits aggregating 
$39,528,088 were secured by pledge of U.S. Government and other 


securities. 


HOWARD C. PETERSEN, President 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 


A billion-dollar trust company—a great commercial bank 











MOODY’S INVESTORS YIELD TABLES 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 


YIELDS OF PRICES,DIVIDENDS., 
CORPORATE BONDS AND YIELDS 
BY RATINGS 125 INDUSTRIAL STOCKS 


YIELDS OF 
TAXABLE TREASURIES 
BY MATURITY GROUPS 


IN PERCENT 90 PRICES AND DIVIDENDS YIELD % 3 
($ PER SHARE) 


PRICES 


IN PERCENT 


3 YEARS 


th) 
- 


3.00 
22s, OF 9/15/72-67 


Vn 7 a 











3.25 DIVIDENDS 
——(%oSCALE) 
34s, OF 6/15/83-78 
1951 1952 1953 1951 1952 
Dec. Nov. Dec. 
1953 1953 1952 1953 1951-52 1946-50 1941-45 1931-40 1919-1930 
—— End of Month — = ————_———_——_————————_ Range for Period 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. 1.96 2.24 2.34 2.80-1.96 2.35-1.68  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year io _ onnmtiantnnmente Ty 2.16 2.43 2.39 3.00-2.16 2.44-1.76 1.87-1.06 1.70-124 (a) (a) (a) 
10-Year 7 oo % 2.41 2.63 2.52 3.16-2.41 2.64-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
NE ee 2.71 2.87 2.81 3.17-2.71 2.81-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
CR 2.71 2.86 2.81 3.16-2.71 2.81-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) ; 
a a 2.91 3.03 — 3.31-2.91 | 
2. Corporate Bond Yields | 
Aaa Rated Long Term _...____ - % 3.12 3.18 2.99 3.44-2.98 3.04-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa * “ eee o 3.27 3.29 3.06 3.52-3.06 8.10-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 | 
A ” a ee 3.39 3.41 3.23  3.69-3.23  3-34-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa” ow a _o, 3.74 9.75 3.50  3.90-3.50  3-64-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Tax Exempt Bond Yields 
Aaa Rated Long Term oy 2.19 2.14 1.96 2.73-1.98 2.00-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (b) (b) d 
Aa “ i” —_—— 2.32 2.29 2.25 2.96-2.26 2.25-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (b) (b) 
A = , - _— 2.84 2.78 2.67 3.34-2.68 2.67-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (b) (b) 
Baa - -” <9 3.82 3.32 2.94 3.79-2.96 2.98-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (b) (b) 
4. Preferred Stock Yields A 
Industrials—High Dividend Series 
High Grade 4.00 4.04 3.97 4.24-3.99  4.10-8.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade _...._-_ an 5.18 5.16 4.94 5.28-4.90 4.96-4.68  5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 ' 
Industrials—Low Dividend Series ' 
4 =i ee 3.84 3.83 3.77 4.02-3.76 3.90-3.45  3.92-3.27(c) (c) (c) (ce) 
Medium Grade = ee 4.28 4.22 4.07 4.89-4.06 4.20-8.80  4.20-8.52(c) (ce) (c) (c) 
Utilities—Low Dividend Series 
a 4.15 4.16 4.00 4.45-4.01 4.25-3.77  4.24-8.40(c) (c) (c) (c) 
Medium Grade —.....__- % 4.53 4.55 4.43 4.87-4.43 4.71-4.19 4.65-3.69(c) (c) (c) (c) 
&. Common Stocks 
125 Industrials—Prices (e) _.._.. $77.06 76.97 80.89 80.82-70.63. 80.89-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (d) 
126 Industrials—Dividends (e) __. $ 4.27 4.26 4.16 4.27-4.15 4.55-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (d) 
125 Industrials—Yields % —...... % 5.54 5.53 5.14 5.88-5.15 6.84-5.14 7.29-3.20 7.71-3.56 10.18-2.59 6.21-8.19 (d) 
(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. (d)—125 Industrials Averages date from Jan. 1, 1929. 
(b)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (e)—Dollars per share. 
(e¢)—Low Dividend Preferred Yield Averages in this series date from 
Jan. 2, 1946. 
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DIRECTORS 


EDWIN J. BEINECKE 
Chairman, The Sperry & Hutchinson Co. 


CLINTON R. BLACK, JR. 
President, C. R. Black, Jr. Corporation 


EDGAR S. BLOOM 


Director, New York and Cuba 
Mail Steamship Company 


ALVIN G. BRUSH 


Chairman, American Home 
Products Corporation 


CHARLES C. CLOUGH 
Administrative Vice-President 


LOU R. CRANDALL 
President, George A. Fuller Company 


CHARLES A. DANA 
Chairman, Dana Corporation 


HORACE C. FLANIGAN 


President 


JOUN M. FRANKLIN 
President, United States 
Lines Company 


JOHN GEMMELL, JR. 
Clyde Estates 


PAOLINO GERLI 
President, Gerli & Co., Inc. 


JOHN L. JOHNSTON 
Director, Phillips Petroleam Company 


OSWALD L. JOINSTON 
Simpson Thacher & Bartlett 


KENNETH F. MacLELLAN 
President, United Biscuit Company 
of America 


JOHN T. MADDEN 
President, Emigrant Industrial 
Savings Bank 


JOHN P. MAGUIRE 
President, John P. Maguire & 
Co., Inc 


GEORGE V. McLAUGHLIN 


Vice Chairman 
Triborough Bridge and Tunnel Authority 


Cc. R. PALMER 
Director, Cluett Peabody & Co., Inc. 


GEORGE J. PATTERSON 
President, Scranton & Lehigh 
Coal Co. 


WILLIAM G. RABE 


Chairman, Trust Committee 


HAROLD C. RICHARD 
New York City 


HAROLD V. SMITH 
President, Home Insurance Co. 


L. A. VAN BOMEL 


Chairman, National Dairy 
Products Corporation 


HENRY C. VON ELM 
Honorary Chairmaa 


GEORGE G. WALKER 


President 


Electric Bond and Share Co. 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition 
December 31, 1953 


RESOURCES 
Cash and Due from Banks 


U. S. Government Securities ; 
U. S. Government Insured F. H. A. 

I Sie eat) a’ eve: ale 
State, Municipal and Public Securities 135,850,386.05 
Stock of Federal Reserve Bank . . 4,511,700.00 
Other Securities . . . « «© «'% 28,084,495.54 
Loans. Bills Purchased and Bankers’ 


ee a ae 


$ 882,219,593.02 
833,048,304.74 


81,410,689.37 


917,612,832.12 
14,434,348.73 
14,918,335.67 
13,537,850.23 
7,484,154.94, 


$2,933,112,690.41 


ee 

Banking Houses . ...... 
Customers’ Liability for Acceptances 
Accrued Interest and Other Resources 


LIABILITIES 


- $ 50,390,000.00 
100,000,000.00 
29,279,761.30 $ 179,669,761.30 


Capital . 2 
Surplus. « » « 


Undivided Profits . 


Reserves for Taxes, 

Unearned Discount, Interest, etc. . 
Dividend Payable January 15, 1954 
Outstanding Acceptances . . . . 
Liability as Endorser on Acceptances 


21,903,581.72 
1,889,625.00 
13,985,931.63 


14,629,344.74 
1,635,734.97 
2,699,398,711.05 


$2,933,112,690.41 


and Foreign Bills . . , “7% 
Other Liabilities . . . «, i 
a eae ee oe a a 


United States Government and other Securities carried at $141,426,848.42 are pledged to 


secure public funds and trust deposits and for other purposes as required or permitted by law. 


Head Office: 55 Broad Street, New York City 


MORE THAN 100 OFFICES IN GREATER NEW YORE 


Member Federal Deposit Insurance Corporation 











WILL SOUND MONEY POLICIES BE CONTINUED ¢ 


1953’s Credit and Debt Management Principles Vital 


HE FLUCTUATIONS IN INTEREST RATES 
‘nas in bond prices during 1953 
were unusually wide, not because the 
transition to free markets was being 
completed but because 1953 was an un- 
usual year, one that marked the initia- 
tion of new policies in debt management 
and broad changes in business sentiment. 


The down-turn in bond prices during 
the first five months went deeper, and 
the up-turn was broader than most 
people believed would be the case as 
the respective trends began. Yet, at the 
close of 1953, yields on short-term se- 
curities were substantially below the 
levels that prevailed at the end of 1952, 
although the discount rate of the Fed- 
eral Reserve Banks had been raised by 
14%. Also, the prices of intermediate 
and long-term Treasury bonds were 


higher. 


Actual comparisons are interesting: 
The average rate of the Treasury Bill 
award in the last weekly auction in 
1953 was 1.57% versus an average 
award at the close of 1952 of 2.19%; 
the 23s of 1958 closed at 100 28/32 
in 1953 compared with 100 2/32 at the 
end of the previous year, the 214s of 
June 1959-62 closed at 99 compared 
with 97 24/32, Bank 214s (September 
1967-72) closed at 96 16/32 versus 
95 24/32 and the new 34s of 1978-83 
closed at 105 28/32 to yield about 
2.95%. 


Consequently, it can hardly be said 
that money was “hard” or “tight” at 
the close of 1953. Instead, money was 
much easier in December 1953 than 
in December 1952. 


Yet, 1953 was a noteworthy year. 


The Background Picture 


General business was active and ris- 
ing as 1953 began, a trend that con- 
tinued through April or May. Then, for 
several months, business remained rela- 
tively stable at its peak levels. A decline 
set in during the summer, a trend that 
was continuing at the close of the year. 


The demand for private capital and 
credit was exceptionally great in the 
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AUBREY G. LANSTON 


Aubrey G. Lanston & Co., Inc., New York 


first half and less strong in the second 
half of the year. This private demand 
was enough, in itself, to account for a 
down-turn in bond prices during the 
first five months and the subsequent 
slackening was sufficient to explain a 
steady up-turn in bond prices during 
the remaining seven months. 


Other influences were important, 
however, in determining the scope of 
both the down-turn and the up-turn. 
First, there was the determination of 
the new Administration to renew public 
confidence in the dollar, to make it 
trustworthy. This required, among other 
things, a sound fiscal result and approp- 
riate Federal Reserve credit and Treas- 
ury debt management policies. A sound 
fiscal result could not be forthcoming 
immediately. This made it more difficult 
for the Federal Reserve and the Treas- 
ury to act effectively. Moreover, Federal 
Reserve credit policies, to be consistent 
with the major goal of promoting 
healthy economic growth and a trust- 
worthy dollar, had to be flexible. The 


same was true of debt management. 


The execution of each of these poli- 
cies influenced the anticipations of in- 
vestors and borrowers and the latter 
were quite important in deepening the 
down-turn in bond prices and later in 
sustaining the rise. 


A trustworthy dollar obviously could 
not be obtained with business booming 
and private credit demand large if the 
Treasury also had to finance a large 
cash deficit with the commercial banks. 
Consequently, it was necessary for the 
Federal Reserve to attempt to dampen 
bank credit expansion and to permit 
money rates to rise if an undue increase 
in the money supply was to be avoided. 
This could be accomplished largely only 
during that portion of the year when 
Treasury deficit financing was not re- 
quired; broadly speaking, during the 
first half of the year. 


An appropriate fiscal result clearly 
was not to be attained during 1953 on 
the basis of Treasury expenditures and 
receipts as these were set forth in the 


budget message of the prior Admini- 
stration. As long as business continued 
strong the new Administration obvi- 
ously had either to find ways and means 
to cut Federal expenditures, or raise 
taxes in spite of promises to reduce 
them, or incur further deficits and a 
further reduction in the purchasing 
power of the dollar. 


The new Administration and _ the 
Treasury apparently first set about to 
learn the facts. As late as May these 
seemed elusive, because the Treasury’s 
cash needs shortly thereafter were mate- 
rially larger than indicated in April. 


Initial Restrictive Policy Effective 


Federal Reserve credit policy aimed 
to restrict expansion in bank credit from 
January to mid-May, largely by per- 
mitting the January return of currency 
to be offset by the closing out of dealer 
repurchases with the Federal Reserve 
Banks and by not offsetting the large 
gold outflow then in process. The re- 
sulting tightness of money at the banks 
together with the large private demand 
for credit caused rates to increase — a 
desirable and inevitable consequence of 
a restrictive credit objective. 


By the second week in May, it be- 
came apparent that Treasury long-term 
financing (the offering of the 3144s on 
April 13th, deliverable May Ist) plus 
the chain reactions flowing from this 
financing, were reducing the availability 
of money rather severely. Moreover, it 
had been apparent for some weeks that 
Treasury cash requirements in the en- 
suing 60 to 90 days would be quite 
large, far larger than the market ex- 
pected on the basis of earlier Treasury 
statements as to its additional cash 
needs. The Federal entered the market 
at this time (early May) to buy Treas- 
ury Bills for its own account, the first 
such occasion in 1953. 


During the second half of May the 
Federal pushed $300 million into the 
market by outright purchases of Bills 
and by the extension of repurchase con- 
tracts to dealers. Although this was 
more than enough to provide the re- 
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serves required by Treasury cash finan- 
cing during May, it was not enough to 
assuage the near panic condition that 
began to develop in the market shortly 
after a surprise Treasury offering (on 
May 25) of $800 million Tax Anticipa- 
tion Bills. 


Easing The Reins 


The latter led to a crisis of sorts in 
the money and bond markets on June 1 
and 2. The Federal met this crisis un- 
hesitatingly by exceptionally aggressive 
purchases of Bills from dealers. The 
Treasury entered orders for bonds for 
Treasury accounts. During the first half 
of June the amount of reserve credit 
brought into being totalled $900 million. 
a sum that reminded one of the earlier 
days when the Federal was described 
as an “engine of inflation.” 


By this time Treasury cash require- 
ments had become so large that the 
Federal was left with no alternative ex- 
cept to reduce the percentage require- 
ments of its member banks in order to 
accommodate Treasury needs. A policy 
statement accompanied the announce- 
ment, one designed to assure the finan- 
cial community that the Federal stood 
ready to provide the reserves required 
both for the inevitable Treasury deficit 
financing and for subsequent needs aris- 
ing from a seasonal bank credit expan- 
sion. 


As early, therefore, as the beginning 
of May the Federal Reserve began to 
shift from a restraining objective to 
one designed to prevent money from 
getting tighter and in June the Federal 
took steps which, while made necessary 
by Treasury financing requirements, 
were bound to ease the money market 
considerably and to justify the attendant 
rise in bond prices. 


Then, during the summer and early 
fall, a substantial slackening in the de- 
mand for private credit, particularly 
from commercial banks, eased the 
money market and interest rates a bit 
more. During the balance of the year, 
as signs of a business down-turn multi- 
plied, the chances of tighter money con- 
ditions evaporated and, in December, 
the Federal took steps to obviate even 
the usual year-end tightness. 


The execution of credit policy by 
the Federal Reserve System through the 
year 1953 was about the best in its 
history. 


Treasury Debt Policy Outlined 


Treasury debt management officials 
let it be known before they took office 


January 1954 


CHARTERED 18538 


United States Crust Company 
of New York 


STATEMENT OF CONDITION 
December 31, 1953 





ASSETS 

Cash and Due from Banks . ...... . . $ 31,539,688 
ae eee ca ee ee 71,067,107 
United States Government Securities . . . .. . 66,477,605 
State and Municipal Securities . . . . . ... 7,060,895 
Other Securities. . . ‘- are ese 2,218,097 
Stock of the Federal Panind Sek . Te a 840,000 
Real Estate Mortgages .. . ee re 5,449,808 
Accrued Interest and Other ecabvaliles i les? et a oe 663,790 
Pe SO 6k ka ee ee we meer 1,400,000 

Tetal . 2 1 ew et th el lt kw ee 

LIABILITIES 


Capital Stock. . . . . . . ~. $10,000,000 
Surplus Fund. . . .. . . . 18,000,000 


Undivided Profit ..... . 3,653,686 

Total Capital Funds ......... . . $ 31,653,686 
Cees CN ck kk ee He ae a a 1,445,210 
Deposits .. . 6 ae Se” ot a ge 
Reserved for Taxes, Satis wail are a 2,127,382 
Unearned Discount. . > ee: oe 19,969 
Regular Dividend Payable ram 4, 1954 a 350,000 
Extra Dividend Payable Jan. 4, 1954 . . .. . 200,000 


Teel iw i ws tk kw ee Oe 


Securities carried at $7,111,126 have been pledged to secure public 
deposits and for other purposes as required or permitted by law. 
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that their policy would be (1) to fund 
the near-dated debt on appropriate 
occasions, (2) to finance the Treasury 
at going market rates without asking 
or expecting Federal Reserve assistance, 
and (3) to observe to the letter the 
promise that Federal Reserve officials 
would be permitted by the Treasury 
and the new Administration to execute 
Federal credit policy on the basis of 
their independent judgments. 


These eminently sound policies were, 
and continue to be, the only ones con- 
sistent with the major goal of a trust- 
worthy dollar. To adhere to them re- 
quired political courage and a sense of 
public responsibility that is not, unfor- 
tunately, always to be had and these 
officials deserve the wholehearted com- 
mendation of the public and steadfast 
public support. 


The Treasury’s first attempt to fund 
the near-dated debt in late January 1953 
met with only a modicum of success 
largely because the necessary fiscal re- 
sult, a substantial cash surplus, was not 
available at that time. The cash surplus 
in the first half of 1953 was smaller than 
projected in the Budget Message of the 
outgoing Administration and it had to 
be used to redeem outstanding Tax 
Anticipation Bills; that is, the cash sur- 
plus was not available for the redemp- 
tion of securities held by investors who 
would use the proceeds to seek reinvest- 
ment in new Treasury security offerings 
of a funding character. 


Long-Term Demand Tested 


On April 13th the Treasury offered 
the first long-term marketable bonds 
(the 3144s of 1978-83) since December 
1945. The Treasury held that this offer- 
ing was consistent (1) with the Treas- 
ury’s policy of lengthening the near- 
dated debt and (2) with the then-exist- 
ing Federal Reserve restraining credit 
objective. Subsequent chain reactions, 
however, caused the ensuing degree of 
restraint to become excessive. Two as- 
pects of the offering itself contributed 
to this. 


The Treasury took great care to 
assure that bona-fide investors would 
subscribe for the $1 billion offering of 
the new 34s. Unfortunately, insuflfici- 
ent care was taken to prevent the pad- 
ding of subscriptions and speculative 
purchases by those who ordinarily do 
not buy long-term Treasury bonds. Un- 
fortunately, too, the Treasury provided 
for an additional issuance of 344% 
bonds through an exchange offering to 
holders of F and G savings bonds ma- 
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turing throughout the remainder of 
1953. The exchange offering made it 
more profitable for holders to exchange 
and sell 314s in the market than to 
redeem their bonds at maturity. In some 
cases, it was more profitable to ex- 
change and sell the new 314s below par 
than to hold the savings bonds. The 
failure to tighten subscription provisions 
plus the exchange offering created a 
market supply of 314s far in excess of 
the relatively small market demand. 
The supply remained excessive even 
though Treasury accounts were buyers 
on a fairly large scale. 


Uncertainty about the Treasury’s 
cash needs added fuel to the fire. When 
the offering of the 314s was announced 
in the second week of April it was stated 
that the Treasury would need an addi- 
tional $1 billion to carry through June 
30, to be raised from an increase in 
Treasury Bills. Ten days later, on April 
23, the Treasury was forced to retract 
this statement but, unfortunately, it left 
the size of its additional needs to public 
speculation and few bothered to guess. 
Gradually thereafter it became apparent 
that its cash needs would be quite large 
and beginning in the second week of 
May the Treasury needed and raised, 
within 60 days, $8.5 billion through the 


sale of short-term securities. 


The market had not been prepared 
for cash sales of this size. The announce- 
ment, on May 25, of the $800 million 
offering of Tax Anticipation Bills was 
a more or less complete surprise, enough 
to lead to the panicky conditions in the 
money and bond markets which cul- 
minated in the crisis of June 1 and 2. 
Victory 214s (December 1967-72) sold 
below 90. 


Resort by the Treasury to short-term 
borrowing from May through August 
was necessitated (1) by the Treasury’s 
large cash requirements and (2) by 
market conditions. An up-turn in bond 
prices began in June, one that was de- 
sirable in view of the low state of mind 
of many Treasury security investors and 
subsequent Treasury financing require- 
ments, 


By late summer it became plain that 
the attitude of Treasury debt manage- 
ment had changed considerably. In the 
beginning of 1953 all reports of the 
views of Treasury officials justified the 
successive declines occurring in the 
bond market. By May and June these 
reports changed, to the effect that off- 
cials felt 314% was a high enough rate 
for the Treasury to pay and was unlikely 


to pay more. By late August it was said 
that Treasury officials preferred that 
the market more or less set the terms 
of the forthcoming financing, whereas 
in the first half the Treasury, on occa- 
sion, had “forced” the market. Thus, 
debt management was using a softer 
hand, as had the Federal. Since the 
bond market was rising and seasonal 
bank credit expansion was noteworthy 
for its lack of strength, such views 
tended to validate the recent rise in 
bond prices and the easing that was 
taking place in interest rates generally. 


The Treasury, during 1953, employed 
the soundest of debt management prin- 
ciples. Judgments will differ as to 
whether each move was as well attuned 
to conditions as they might have been 
but, as a leading Treasury official said 
—‘“ we have gained in experience.” Such 
a statement is typical of the broad-gauge 
present Treasury leadership. 


The Turning Point 


The anticipations of investors and 
borrowers obviously were influenced by 
the restrictive objective followed by the 
Federal until early May and by the 
concurrent aggressive nature of the 
Treasury’s desire to push the sale of in- 
termediate and long-term Treasury 
bonds. The results were that borrowers 
sought commitments for their foresee- 
able credit needs in advance of and, in 
some cases, in amounts larger than 
their actual needs. Investors reduced 
the availability of lendable funds by 
asking rates slightly above the going 
market and waiting until someone ac- 
cepted them. Activity in the capital 
markets and in all types of loan trans- 


actions was extraordinarily large 
throughout the period. 
Investor anticipations began to 


change after the crisis of June 1-2 had 
been met by aggressive Federal Reserve 
and Treasury account purchases. There 
was, at first, some belief that the up- 
turn would prove to be no more than a 
technical rally but the summer lull in 
the capital markets and the continuing 
ease in the money market permitted the 
up-turn in bond prices to be sustained 
through August. By that time a short- 
ening of the average maturity of com- 
mercial bank holdings of Treasury se- 
curities and the possible let-down in the 
seasonal demand for bank credit caused 
bank and other investors to discount a 
further decline in interest rates and a 
more pronounced slackening in private 
credit demand. Borrowers had found it 
profitable to defer consummating their 
needs and were encouraged to wait out 
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the market. Finally, the demand for 
Treasury securities broadened materi- 
ally, the supply of private media fell 
measurably short of the aggregate of 
lendable funds and a slackening in gen- 
eral business activity seemed under way. 
This encouraged investors, particularly 
commercial banks, to gobble up sub- 
sequent new issue offerings of Treasury 
notes and bonds and to establish suc- 
cessively higher prices for Treasury 
securities as the end of 1953 approached. 

The anticipations of investors and 
borrowers of higher interest rates and 
reduced availability of money accentu- 
ated the up-turn in interest rates from 
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January through May and the change 
to anticipation of low rates and reduced 
demand for private credit brought the 
subsequent decline in rates over the last 
seven months. 

The experiences of 1953 make it in- 
creasingly clear, I believe, that 


(1) the goal of a trustworthy dollar 
requires an appropriate fiscal result, 
namely, a Treasury cash surplus in 
times of prosperity or boom, 


(2) Treasury cash deficits must be 
confined to periods of business reces- 
sion, and 


(3) if the Treasury incurs a large 


cash deficit during prosperity or boom, 
then proper administration of Federal 
Reserve credit policy and Treasury debt 
management must result in raising in- 
terest rates to levels that will pinch the 
feet of many whose political votes are 
desirable. 


But it is inevitable that the best in- 
terests of the working man, the white 
collar worker, the pensioner, and of our 
national security require the careful 
preservation of the principles which 
governed the execution of Federal Re- 
serve credit policy and of debt manage- 
ment in 1953. 
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Statement of Condition, December 31, 1953 
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ACCEPTANCES: LEss AMOUNT IN PORTFOLIO .. . 
ACCRUED INTEREST, EXPENSES, ETC. . 


ASSETS 


CASH ON HAND AND DUE FROM BANKS .. . 
UNITED STATES GOVERNMENT SECURITIES. . . 
STATE, MUNICIPAL AND OTHER PUBLIC SECURITIES 


$ 59,440,815.71 
58,455,043.72 
49,576,064.82 
6,052,875.25 
45,879,229.41 
14,379,776.50 

: 1,027,502.45 


$234,811,307.86 


LIABILITIES 


$199,528,584.06 
3,497,500.00 $203,026,084.06 
15,788,022.58 
171,917.68 
1,500,000.00 


. . . . . * 


- $  2,000,000.00 


12,325,283.54  14,325,283.54 


$234,811,307.86 
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INVESTMENT Poricres For 1954 


Appraisal By Mutual Funds and Investment Consultants 


Me OF MUTUAL FUNDS ARE 
today responsible for the invest- 
ment of some $4 billion for people in 
all walks of life. Their approach to the 
problem of representing their clients’ 
best interests demands both conserva- 
tism and the ability to take advantage 
of favorable economic tides, mixing 
these elements according to their judg- 
ment of underlying conditions. 

From the following comments of 19 





Lord, Abbett & Co. 
New York 


The basic concept which dominates 
the thinking of industrial managers to- 
day is that of competition. Not since 
the outbreak of World War II have the 
manufacturing and distribution indus- 
tries looked forward to a new year with 
as much awareness of the need for meet- 
ing competition. 

The automobile industry is a good 
typical example. It is understood that 
automobiles in 1954 will be sold on a 
different basis than for the past fifteen 
years. It is accepted that the market for 
cars will be smaller. Each producer will 
want not only to hold but also to in- 
crease his existing percentage of total 
cars sold. Emphasis will be placed upon 
improved styling, basic car improve- 
ments and the lowest possible prices to 
the buyer. To accomplish such a result 
the producer will need to cut costs at 
every point possible; by the use of more 
automatic equipment (the industry is 
increasing its capital outlay in 1954 
over 1953), hard bargaining for mate- 
rials such as steel, greater resistance to 
increased labor costs, and the use of 
excess profits tax relief to cushion 
lowered profit margins. Dealers will 
also be forced to accept narrower mar- 
gins. This competitive struggle will take 
place in most other industries as well 
and will clearly identify those compan- 
ies which are marginal producers. 


Many investors have not worried 
about the marginal company for fifteen 
years. They are probably in for some 
surprises after so long a period of relax. 
ation. It is the ability of investors to 
spot the marginal producer in an early 
stage which prevents them from making 
the serious error of being “locked” in 
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of the foremost fund managers and in- 
vestment consultants, a startingly simi- 
lar evaluation of the 1954 economic 
progression emerges; a slightly lower 
level of industrial activity, markedly 
keener competition, lower profit margins 
offset in some degree by lower taxes and 
greater operating efficiencies, more em- 
phasis upon better values, but nowhere 
does there appear a feeling of apprehen- 
sion about the underlying soundness of 


the situation or the further progress to 
be expected as time passes. With the 
conviction that earnings will be gener- 
ally well maintained and dividends in 
no especial danger of reduction or omis- 
sion, a cautiously constructive attitude 
toward the investment markets would 
seem to state their joint appraisal. The 
editors are appreciative of the coop- 
eration evidenced in the comments here- 


with published. 








unsound investments. It also follows that 
excellent opportunities for investment 
will emerge as it is demonstrated by 
certain managements in various indus- 
tries that they have anticipated this 
competitive period. It is likely that what 
many are now referring to as a “reces- 
sion” is nothing more than a return to 
normal competition. It is a period when 
many investors will have to learn some 
of the lessons which have been forgotten 
since the thirties. Investment manage- 
ment will be equally as competitive as 
industry management, with opportuni- 
ties equally great. 


Delaware Fund, Inc. 


Philadelphia 


A forecast for the coming year really 
involves answers to three questions: 


1.) What would be the course of 
business if it were “let alone?” 


2.) What governmental forces will 
be brought into play — and how effec- 
tively — to alter this “natural” course? 


3.) What relationship will exist be- 
tween the direction of business and 
security prices? 


To answer the first, one looks toward 
the usual indicators of inventories, com- 
modity prices, capital formation, and 
the current levels of industrial, agricul- 
tural, and raw material production. 
There is no denying that the outlook is 
less favorable than at any time since 
1950 — less favorable for direction, 
that is, but not necessarily so for total 
volume. Inventories of farm commodi- 
ties, of products of mines, and of many 
manufacturers, are high. Commodity 
prices, though higher on the whole than 
three months ago, are not in the range 
of a confident sellers’ market. They 


show, moreover, unsettling examples of 
acute weakness, as in lead and zinc, 
some textiles, and certain chemicals. 


Construction is forecast to be little, 
if any, below the level of 1953, but 
such a forecast is liable to downward 
amendment, if industrial unemployment, 
or higher costs, or dearer money, slow 
up the sensitive residential construction 
figure. Perhaps most importantly, the 
country’s productive machinery, with 
few exceptions, is in about as high a 
gear as the machine provides. Almost 
any change would have to be for the 
worse. 


But to assume from these facts an 
inevitable decline in business, of such 
proportions as to qualify as a “reces- 
sion” (to use the most usual of the 
current euphemisms) is to reckon with- 
out the powers that have been built 
into both the philosophy and the ma- 
chinery of government. The necessity 
of maintaining full employment is an 
integral part of maintaining any Ad- 
ministration in power. The Economy 
Administration of President LEisen- 
hower is no exception. Therefore, the 
economy drive, which the new budget 
will doubtless implement, is coupled 
with a tax-reduction drive, so that the 
Treasury will still be on a deficit basis 
for its second Republican year. What 
restriction of business output may flow 
from a further reduction in spending is 
expected to be offset, or more than off- 
set, by the stimulation of lower personal 
and corporate taxes, and a _ more 
thoughtfully designed schedule of ex- 
cise taxes, and possibly taxes on capital 
profits. 


Moreover, a wide range of depression- 
combatting devices is available to the 


TRUSTS AND ESTATES 









« 


. 
| 
| co 
j th 


teas ens sana eens ttt 
4 
b=\) 


an 
mé 


A ARR OMEPOC ARNIS NR BNE er a Nir at cL ae 


aetna bi, tant 


STR Tate ipa it 


the 
pe 


in 


BAAR 











to 
he 
T- 
in 
is- 


ld 
ne 


in 


1e 


lt 


RROD a aR A Pa nn Ne A ais aS AN Pi 


= 


ey semoentnccanttiratsiil SATS Wierda lt bi ay ate 


ee NNN Nate Sem 


Administration, without going to the 
boon-doggling lengths that were neces- 
sary in the infant days of “spending 
for prosperity.” If any threatening de- 
gree of unemployment were to appear, 
it seems sure that effective efforts in 
this direction, perhaps largely in the 
monetary field, will be applied by the 
Government. 


How may security prices be expected 
to act, with such an outlook? First, 
perhaps, it may be pointed out that 
common stock prices are not high, in 
the light of past performance, in rela- 
tion to current dividend rates, and are 
even less inflated in relation to corpo- 
rate earnings and the flow of cash. Many 
corporations are being appraised at 
actually less money than has been in- 
vested in their businesses since the end 
of the war. In the prospect of important 
tax relief, well-buttressed treasuries, and 
well-maintained plants and equipment, 
many corporations will find powerful 
antidotes to the eroding effect on profit 
margins of a buyers’ market. 


Insofar as the monetary weapons 
against deflation are called into play, 
there should be a tendency for high- 
grade bonds to rise, and even in lower- 
grade obligations this tendency may well 
offset any decline due to a lessened 
credit standing of the debtor company. 
Nor can the sympathetic effect of a 
strong bond market on_ high-grade 
stocks be overlooked. 


On balance, therefore, I believe that 
the business setback which may be ex- 
perienced in 1954 should be held with- 
in small limits, and that the prices of 
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well-chosen securities will show no 
major change of level from the present. 
The attractive yields obtainable from 
stocks, in particular, should argue for 
the retention of investments if they are 
picked out and watched with discrim- 
ination. 


D. Moreau BARRINGER 


Calvin Bullock 
New York 


Signs continue to multiply that our 
economy is in a declining phase. The 
Federal Reserve Board Index of Indus- 
trial Production has already reached an 
estimated level in November more than 
6% below its postwar peak last spring. 
Incoming orders of principal manufac- 
turers have been in an almost uninter- 
rupted down trend since June and are 
currently almost 25% below the level 
of that month. We estimate that incom- 
ing orders of these companies are cur- 
rently back to about the pre-Korea level. 
The decline in incoming orders has been 
accompanied by a steady reduction of 
order backlogs, which, taken together 
with a high and rising level of business 
inventories, particularly in durables, 
suggests a further cutback of produc- 
tion. It seems probable that the year 
1954 will be one of inventory divest- 
ment rather than further accumulation. 


The probabilities are that the strate- 
gic heavy industries will experience a 
decline in output over the next year. 
These include automobiles and other 
consumers durables, residential build- 
ing, and industrial plant and equipment. 
It seems unrealistic to assume that the 
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light consumers goods industries will 
be able to take up this slack. A decline 
of 10%-15% in industrial production 
as compared with 1953 seems a reason- 
able expectancy. 


There is, of course, another and 
brighter side of the coin which sug- 
gests that the decline ahead may be of 
an orderly and relatively mild character. 
The Administration is alert to the 
dangers, political and otherwise, of a 
severe business recession and vigorous 
counter measures are likely to be em- 
ployed if and as the decline in pro- 
duction and employment becomes more 
pronounced. These measures include tax 
relief, continued easier money policies, 
public works programs and deficit fi- 
nancing. 


From the longer-term view we can- 
not ignore the dynamic potentials of our 
current great expansion in population, 
continued technological advances and 
the probabilities of further monetary 
inflation. 


Common stock prices continue to 
bear a modest relationship to current 
earnings: and dividends and appear, on 
the whole, to be making adequate allow- 
ance for the degree of earnings decline 
that might result from a lower rate of 


(Continued on page 38) 
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Reference should be made to the introduc- 
tory article in July 1949 issue, outlining pur- 


poses of publication and considerations in 
selecting stock and cost-of-living averages, 
periods and in interpretation of data. 
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— — — 100.0 2.76 69.2 145.8 
— aan — — _— —- 161.9 
97.4 119.2 75.7 100.0 3.25 80.9 155.7 
105.2 143.4 69.5 100.0 2.41 75.0 162.2 
— —_— — a —_ — 192.9 
_ — —_— 100.0 co 65.1 222.7 
105.6 152.1 72.0 — 3.22 70.8 170.6 
~- —_— —_ 100.0 — 50.2 224.9 
109.9 156.6 76.6 100.0 3.60 60.1 206.2 
109.8 168.8 69.6 100.0 1.77 61.0 190.9 
—_ —_ _— 100.0 oo 76.1 172.3 
7 —_— me 7 — — 150.3 
109.0 163.2 70.7 100.0 1.88 62.1 167.3 
107.1 147.0 74.4 100.0 3.86 62.7 209.1 
—- — —_— a — —_ 216.7 
105.2 146.0 67.4 100.0 2.98 64.8 242.8 
103.6 165.2 80.2 100.0 2.58 63.9 237.3 
— — me ne — = 174.4 
—_ —- 100.0 — 69.0 192.2 
107.7 161.3 66.8 100.0 4.27 67.7 216.5 
— — _ 100.0 a 59.8 126.2 
72.4 131.7 87.7 100.0 2.54 74.2 191.7 
110.7 147.5 72.8 100.0 3.88 59.7 181.3 
114.2 157.0 70.3 100.0 3.31 57.4 203.8 
129.7 173.4 75.5 100.0 4.31 56.1 163.5 
— —_ 65.9 100.0 3.10 60.7 241.9 
—_ — a — — 66.0 135.1 
117.4 159.1 70.8 100.0 2.85 61.4 159.6 
123.8 178.1 80.4 100.0 3.30 60.9 173.4 
— 166.6 68.6 100.0 1.78 62.5 135.0 
92.8 155.2 74.0 100.0 3.75 60.7 223.3 
— — —_ — oe —_— 207.6 
108.1 158.4 78.2 100.0 3.11 63.2 192.4 
106.7 148.3 67.5 99.2 — 59.3 189.4 
_— — _ 100.0 — 99.8 189.8 


CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 
PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 


distributions from capital gains and other capital sources. 
COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 


1939 by the 1939 base offering price. 


COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 


COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the r tive dates indicated dded 
all capital distributions to such date and the resultant sum is divided by the 1939 base offering —. eR AP 
COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 

INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and interest 
on their portfolio securities (excluding all capital distributions). 
COL, 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 
dates by the average of the twelve month-end offering prices ending on the corresponding dates. 
COL. 20 is a five year average figure which includes the percentage returns in columns 9, 11 and 17 as well as those for the two 


preceding annual perieds. 
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No responsibility is assumed, in so far as compliance with the Statement of Policy is 
concerned, for the employment in whole or in part of this index by issuers, under- 
writers or dealers. Current income returns based on December 31, 1953 offering prices 
are available on request. 
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154.2 3.41 154.1 3.55 148.8 156.9 154.4 3.56 — 110.9 3.82 
209.8 2.68 203.9 3.06 195.9 210.2 204.4 3.08 3.66 152.7 3.55 
227.1 3.73 221.3 3.75 208.2 230.4 220.5 3.77 2.01 169.0 3.92 
172.0 3.28 168.6 3.62 158.5 172.0 170.1 3.63 1.38 136.7 3.78 
216.7 3.78 211.3 3.87 202.5 219.3 7209.7 3.83 1.64 4171.3 4.02 
186.8 3.61 184.9 3.65 168.7 187.5 7183.8 3.69 1.80 7161.5 3.87 
144.4 2.77 140.1 3.20 135.5 145.3 140.7 3.21 1.43 113.1 3.71 
136.4 4.11 132.6 4.23 126.1 139.6 7130.8 4.10 2.79 7100.7 4.80 
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CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 
sources, for the current annual period. 


COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
age of all those stock or balanced funds in existence at the time. 





© Principal index begins after 1939 base date. ***Not included in balanced or stock average: 


+ Ex-dividend current month. Wisconsin Investment Co. balanced fund for too short a period. 
r Plus rights. Affiliated Fund is leverage company, but bank loans retired 2nd quarter 1950. 
n New revised series adjusted to Dec. 1939 base. Diversified Investment & National Income are partially invested in high 
* Date commenced operation as Mutual Company. income bonds and preferred stocks. , 

** Became Balanced Fund in 1945. Column 19 for funds organized since 1946. 


****Name changed from Russell Berg Fund. 
*****Name changed from Nesbett Fund. 


Source: Direct from Companies. 
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(Continued from page 35) 
business activity and greatly intensified 
competition. 

It has been our policy to reduce 
holdings of volatile common. stocks, 
principally those of more marginal 
companies, and to increase holdings in 
the leading companies of industries pos- 
sessing a high degree of stability or 
clearly defined long-term growth char- 
acteristics. 


Selected American Shares, Inc. 
Chicago 
For a quarter century we have lived 


through abnormal business and finan- 
cial conditions in this country. 


In 1928-1929 we engaged in a specu- 
lative financial frenzy. It was followed 
by ten years of unprecedentedly deep, 
sustained depression. Then came six 
years of feverish activity stimulated by 
World War II. After the war we were 
busy for four years trying to supply 
the pent-up needs accumulated during 
the depression and the War, and before 
those needs had been met in full the 
Korean War plunged us into a huge 
new defense build-up. 


Now that the Korean War is over, 
we have no important new abnormality 
in sight. There has been no great specu- 
lation in stocks or commodities. There 
are no longer any large pent-up de- 
mands for houses and autos and the 
like. Mr. Malenkov, for the moment, 
seems less belligerent. Our own military 
strength may already be invulnerable 
to anything but surprise attack. 


It looks like a time for relaxation, 
reassessment, a return to normal. It 
looks like a time when we shall have to 
depend more upon the constantly re- 
curring needs of a growing population. 


The prospect worries all of us in 
some degree, but probably ought not. 
Normal is likely to be found not too 
far below where we now are. A lot of 
babies have been born, a lot of new 
industries have been established, a lot 
of money has been saved, a lot of pro- 
tective economic cushions have been 
built up, and our relationship with the 
rest of the world has made a big change 
since we last had a good look at 
“normal” more than 25 years ago. 

In 1954, business levels are most 
likely to average lower, but not much 
lower. Earnings may be down on aver- 
age, but up for many companies enjoy- 
ing unusual growth or relief from ex- 
cessive taxation. Dividends are likely to 
be well sustained. During the year we 
are certain to be treated to new ele- 
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ments in the Eisenhower program, and 
they should be encouraging to the spirit 
of individual initiative and free enter- 
prise. It could be we'll witness new 
infantile stirrings of the atomic age— 
and it’s quite a baby. 


Under these conditions we don’t ex- 
pect the stock market or the bond 
market to go up or down a great deal. 
The problem will continue to be one 
of selectivity. We believe it is a period 
stockholders can approach with confi- 
dence that income and values will be 
well sustained. 


While there are no longer any conse- 
quential pent-up needs for goods re- 
maining from the depression and war 
periods, we still do have a depression- 


born psychological need. It is a need . 


for release from the financial hypochon- 
dria which keeps us looking for trouble 
and refusing to pay sensible prices for 
equities in the earnings of a_ world- 
leading economic system. 


Once we locate normal and find it’s 
pretty far removed from the ancestral 
cellar, we're apt to make up for con- 
siderable lost time in the stock market. 
That may not come in 1954, but it will 
come soon enough to be worth a little 
patience. 

Epwarp P. Rusin, 
President 


Axe-Houghton Funds 
New York 


Business activity is declining because 
of an unfavorable inventory situation. 
That excessive inventories are the main 
cause is freely admitted by manufac- 
turers when laying off employees. 


The decline has been mild thus far 
owing to a continued relatively high 
demand for automobiles, construction 
materials, and aircraft. These three in- 
dustries have held up better than aver- 
age and since they are gigantic indus- 
tries consuming large quantities of 
metals and other goods, their high rates 
of activity have tended to offset declines 
in other industries. 


There have been reports of slacken- 
ing demand for automobiles and con- 
struction materials, but thus far, accord- 
ing to the latest available statistics, no 
severe decline has occurred. New pas- 
senger car registrations indeed showed 
an upturn in October, allowing for sea- 
sonal variation, following a moderate 
decline from June to September. There 
is some question, however, of how long 
the automobile industry can show in- 
dependent strength in the face of many 
men being laid off in other industries, 








especially with new car sales increas- 
ingly dependent on installment loans, 
which are now very high. An indica- 
tion that even the automobile industry 
may be due for at least a moderate re- 
cession may be seen in the fact that 
several manufacturers have not yet 
placed orders for their February steel 
requirements although Ford and Gen. 
eral Motors have done so. 


Steel ingot production has shown a 
further decline and some mills are 
offering their customers low-profit prod- 
ucts they refused to make when business 
was very good, according to /ron Age. 
Some producers are dropping extra 
charges that customers until recently 
accepted even though the customers did 
not want the extra processing. Custom- 
ers are getting more particular about 
quality, and rejections because of dis- 
satisfaction on that score are increasing. 
Customers are demanding shorter and 
shorter deliveries. 


The trend toward overproduction 
which is responsible for the present in- 
ventory situation really began on the 
farm. The number of tractors on farms 
increased from one million in 1935 to 
nearly 5 million in 1952. The amount 
of fertilizer used in 1952 was 350% 
of the 1935-39 average, according to 
the Department of Agriculture. Crop 
production per acre consequently 
showed an increase of more than 30% 
although farm population has declined 
drastically and total cropland has 
shown practically no change. High pro- 
duction was further encouraged by high 
prices during the war. when ceilings 
were put on commercial products but 
not on farm produce. After the war, 
and continuing until today, farm prices 
have been held up by artificial govern- 
ment supports. These high prices have 
kept on stimulating production so that 
the 1953 crops in the aggregate have 
equaled the second largest harvest on 
record, exceeded only in 1948, Farmers 
planted 3 million more acres in 1953 
than in 1952. 


The effects of this high farm pro- 
duction first became evident in 1952 
when cash income from livestock began 
to decline owing to lower cattle prices. 
In 1953 crop prices joined in the de- 
cline despite government props, and 
total cash farm income in 1953 was 
about $31 billion as compared with 
$33 billion in 1951, the high year. 


The farm implement industry was 
apparently the only major industry to 
be hurt by the decline in farm income. 
Recently, however, retail trade seems to 
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have been affected. In November, at 
any rate, Sears Rosebuck’s sales, sea- 
sonally adjusted, were the lowest since 
March 1952, and Montgomery Ward’s 


were the lowest since December 1946. 


High prices at home have also en- 
couraged imports from abroad. There 
have been considerable imports of grain 
from Canada, for example, despite the 
high domestic crops. There have also 
been high imports of oil and nonferrous 
metals. The recent decline in nonferrous 
metal prices, however, has tended to 
decrease imports of copper, lead, zinc. 
and aluminum although they are still 
comparatively high. 

New construction, on the other hand, 
continues to act as a strong support. 
Total contracts awarded in November 
were quite high despite a decrease from 
October, after allowing for seasonal 
variation. The value of residential con- 
tracts remained unexpectedly high in 
November, and the number of housing 
units started increased. 

The aircraft industry is another 
strong general business support. Since 
the war there has been a great. deal 
of experimentation with aircraft best 
suited to national defense, and this in- 
decision has held back actual produc- 
tion. During the last year, however, 


actual production has got under way 
on a big scale, and virtually all major 
aircraft manufacturers have extremely 
high unfilled orders. It seems probable 
that aviation will receive the most em- 
phasis from now on in national defense 
planning. 


We look for further readjustments in 
the general business situation, possibly 
involving some further decrease in the 
general level of activity. The money 
market outlook is more favorable and 
this may offset the effects of any de- 
cline and tide the country over any 
necessary inventory adjustment. High 
taxes and high receivables have affected 
the cash positions of some companies, 
but with the easier money policy in 
effect they have been able to borrow 
large amounts through customary un- 
derwriting channels on comparatively 
favorable terms. In contrast with the 
situation early in 1953, recent new se- 
curity issues are nearly all selling higher 
than offering prices. This has tended 
to restore confidence in security values. 
We continue to believe, however, that 
the situation is one requiring great cau- 
tion in investing until the general out- 
look becomes clearer. 

EMERSON W. AXE, 
President 





Knickerbocker Fund 
New York 


In managing money, constant change 
is the one certainty and this demands 
a flexible management policy. To prop- 
erly support such a policy, research that 
induces independent thinking and analy- 
sis is imperative. In estimating proba- 
bilities, we find that no one part, — 
such as economics, politics, social de- 
velopment, psychology or market con- 
siderations, can be relied upon, — the 
evaluation must be total. 


First, it is necessary to understand 
that the more extensive our knowledge 
of past actions and their impact on 
investments, the better equipped we will 
be to determine current policy. Hence, 
looking back to 1942, we see we have 
been through a multiple boom, — war, 
postwar, and Korea. Plant capacity has 
been expanded over 100%, — the pur- 
chasing value of the dollar has been 
halved, and all segments of the economy 
have pushed to new heights under the 
force of inflation. 


Now, an overall readjustment is un- 
derway. This is indicated by the action 
of money markets; commodities — na- 
tional and international; export — im- 
port relations; excessive inventories — 
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the highhest ever recorded; decline in 
new orders; swollen debts — the Fed- 
eral government, producer and con- 
sumer all are short of cash; excessive 
taxation — over 30% of national in- 
come; and a quite general oversupply 
in almost all fields — witness the action 
in the textile, metal, automotive, steel, 
building, and oil industries. 


The Federal Reserve Board Index has 
been declining steadily and it may go 
much deeper than generally expected. It 
is evident that building, steel, automo- 
bile production, and many other indus- 
tries will show substantial declines in 
volume and profits during 1954. Buyers 
will largely control markets and we can 
be assured competition will be intense. 
But, the rotating adjustment or reces- 
sion has already been under way for 
over two years in large segments of 
our economy and the probability sug- 
gests completion during 1954. 


However, markets do not wait for 
the basic economic reversal but usually 
anticipate this action. It is our judg- 
ment that a constructive and hopeful 
attitude should be cautiously assumed 
during 1954 in anticipation of comple- 
tion of the downward cycle of adjust- 
ment, 
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The Wellington Co. 
Philadelphia 


1953 was another good year for most 
industries. Business reached a_peace- 
time peak in the spring, following a 
long rise from 1949. Since then, busi- 
ness has slackened moderately, princi- 
pally due to a reduction in the output 
of durable goods. 


Some industries are now experienc- 
ing a readjustment, which will probably 
continue into 1954. Automobile manu- 
facturing and heavy industries, includ- 
ing steel and agricultural and industrial 
machinery, are undergoing their first 
readjustment in several years. Inventor- 
ies, particularly of some durable goods, 
are high, but cutbacks in the output of 
automobiles and household appliances 
may gradually improve this condition. 
However, there are no present indica- 
tions of a downward spiral developing 
into a general business recession. 


There are a number of supporting 
and favorable factors, which should 
keep business at a fairly high level for 
some time. The Federal Reserve Board 
policy of easier money has stimulated 
business and security prices. Commodity 
prices, after being in a declining trend 
for about two years, levelled off last 
summer and have been rising since 
September. Business expenditures for 
new plants and equipment reached a 
new high in 1953 and current plans call 
for a continuation of these expenditures 
at a moderately lower but good level. 
While home building has been falling 
off in recent months, it is expected that 
easier credit and an improvement in the 
mortgage market will help to stimulate 
residential building. Commercial build- 
ing and public works, including the 
building of schools and roads, are ex- 
pected to increase in 1954. 


Defense spending, which has been in 
a rising trend for over two years, is 


leveling off and is scheduled for a 


slightly lower level. The Korean truce 
has resulted in a further stretchout of 
the defense program, but total 1954 de- 
fense expenditures should not be sub- 
stantially reduced. 


Finally, the labor force is nearly 
fully employed, wages are high, and na- 
tional income and liquid savings of the 
public are near all-time peak levels. 


With these strong supporting factors, 
plus the scheduled reduction in_per- 
sonal income taxes in 1954, consumer 
buying should be fairly good. However, 
with industrial capacity sufficient to 
provide an ample supply of all kinds of 
consumer goods, competition should in- 
crease, as we return to a buyer’s market. 
Under these conditions, the larger and 
more progressive companies with ample 
capital and well-established products 
should do considerably better than the 
weaker and higher cost producers. 


In anticipation of a gradual declin- 
ing trend in business activity, Welling- 
ton Fund has been following an increas- 
ingly conservative policy. During 1953, 
equities were gradually reduced from 
about 67% of resources at the begin- 
ning of the year to about 59% at the 
year end, while corporate and U. S. 
Government bonds were increased. The 
increase in senior securities was divided 
about equally between good grade cor- 
porate bonds, including convertible de- 
bentures, and U. S. Government bonds. 
The quality of the bond investments was 
improved, and the maturities of Gov- 
ernment bond holdings were shortened 
by these changes. 


During the year, common stock in- 
vestments were also strengthened by the 
reduction of cyclical and more volatile 
common stocks, particularly in the 
strong markets in January and early 
summer, and the increase in stable in- 
come stocks. 


The security markets, for a long time. 
have been characterized by caution so 
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that most security prices have remained 
reasonably valued. Under these condi- 
tions, Wellington’s policy has been to 
maintain a fairly normal invested posi- 
tion with emphasis on the prospects of 
individual companies in view of the in- 
creased competition in business. 
Rawson Ltoyp, 
Vice President 


Massachusetts Life Fund 
Boston 


The Federal Reserve Board Index is 
currently in a declining trend. In view 
of the likelihood that capital expendi- 
tures for new plant and equipment, de- 
fense expenditures, residential housing 
starts and other segments of the econ- 
omy may be at lower levels, there is a 
good probability the Index may con- 
tinue to decline in 1954, barring out- 
break of war. Government fiscal policy 
and other measures which can be taken 
should be most helpful, however, in 
maintaining employment and _ purchas- 
ing power. 

To meet current economic conditions, 
we have worked out a conservative bal- 
ance between bonds and stocks and a 
careful pattern of diversification. In the 
funds which we manage, approximately 
45% of the total currently is represented 
by bonds and preferred stocks and the 
balance, namely 55%, consists of com- 
mon stocks. 


To minimize the money market risk, 
we hold bonds of different maturity 
dates, ranging from short to intermedi- 
ate. In the selection of preferred stocks, 
we have confined our purchases to 
preferreds of high quality, giving a 
greater return than can be obtained in 
bonds of comparable quality. 


The common stocks are of leading 
American companies which, in our 
opinion, are soundly managed and offer 
promise of further earnings growth as 
the Nation grows. Some provide a better 
than average return and yet have attrac- 
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tion for a further increase in sales and 
earnings. Others such as public utility, 
bank and insurance stocks have a proven 
record of stability under adverse condi- 
tions and offer defensive characteristics. 
Some represent ownership of basic nat- 
ural resources and provide protection 
against inflationary price trends; others 
give ownership in dynamic and growing 
enterprises. As a Trustee and following 
trustee standards, our investment policy 
in selecting common stocks is to pur- 
chase those of companies which are 
leaders in their respective industries, 
are financially sound, have demonstra- 
ted consistent ability to make money, 
are ably managed and are reasonably 
priced. 


D. GEoRGE SULLIVAN, Vice Pres. 
Mass. Hospital Life Insurance Co. 


Studley, Shupert & Co., Inc. 
Boston-Philadelphia 


We look for a continuation of the 
strong cross-currents that have charac- 
terized the security markets during the 
past year. 


We believe the long-term trend of 
interest rates is upward, while the short- 
term trend is downward. The latter may 
maintain its present direction for sev- 
eral months, but we feel if the vast re- 
funding problem that confronts the 
Treasury Department in the next five 
years, wherein about $100 billion of 
marketable issues will mature, is faced 
honestly in the interest of the announced 
“sound money” policy the Government 
will have to make substantial yield in- 
ducements to accomplish its objectives. 
We continue to advise against the pur- 
chase of bonds of any more distant 
maturity than necessitated by minimum 
income needs, 


The stock market appears to us to 
be making a revolving adjustment, 
group by group, to changing business 
conditions. Thus, we continue to recom- 
mend a policy of careful selectivity with 
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chief emphasis at this time on the more 
stable non-durable goods and services 
categories. Lower levels of business 
activity appear likely in many lines, 
particularly in the durable goods indus- 
tries. However, there will come a time, 
maybe this year, when stocks in these 
groups will have adjusted to the chang- 
ing outlook and will again become 
candidates for purchase. We continue 
to recommend that in _ investment 
accounts high quality stocks with de- 
pendable income records form the bulk 
of the equity section with representation 
in growth industries being an important 
but, right now, secondary consideration. 


Joun D. Foster, 
Vice President 


Keystone Custodian Funds, Inc. 
Boston 


Virtually the entire world has been 
participating in a typical post-war re- 
habilitation boom for the last few years. 
Our industry stepped up its production 
and sales until it reached record-high 
levels at the beginning of 1953. By then, 
most of the war-time shortages of com- 
modities, homes, factory space and 
equipment had been made up. Produc- 
tion has declined gradually throughout 
the past year. And no new stimulus is 
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in evidence at the moment which would 
bring an end to the current gradual 
down-trend of business activity. 


Profit margins will be one of the 
major problems of American industry. 
The prices at which goods are sold have 
been in a declining trend. On the other 
hand, wages have not declined but, if 
anything, have tended to _ increase 
further. Therefore, there is a squeeze 
on profit margins which industry will 
have great difficulty in overcoming. In 
the long run, any reduction in taxes will 
be passed on to consumers in the form 
of either lower prices, better quality or 
a larger “package.” Industry will try to 
maintain its profit margins by increased 
efficiency, less overtime, more automatic 
machinery and the introduction of new 
products. It will be difficult for most 
businesses to maintain recent rates of 
profits in the new year. 


The amount of farm income is al- 
ways an important factor in the Amer- 
ican economy. Large segments of our 
farm industry have already experienced 
a considerable decline in income. This 
has its effect of course on the volume 
of merchandise sold to farmers. 


For at least the past 20 years our 
government has used the taxing struc- 
ture and the money and banking system 
as “controls” over our domestic econ- 
omy. It has been pretty well proven 
that when commercial banks have ex- 
tended so many loans that the situation 
is tight, the Federal Reserve can exert 
a considerable measure of influence on 
the trend of our economy. It is not 
proven that they can reverse the process 
as effectively. When a rope is tight, a 
further pull has a considerable effect, 
but if the rope is lying slack, a push on 
one end does not have much effect. The 
Federal Reserve tightened the rope 
markedly a year ago. They slackened the 
rope in mid 1953, but so far it has not 
reversed the down-trend of general 
business. 


It has been said that our economy 
has been undergoing a “rolling read- 
justment” during the past two or three 
years. Some industries have been boom- 
ing while, simultaneously. others have 
been depressed. This disparity between 
the prospects for the various industries 
is likely to become more pronounced 
rather than otherwise. The difference 
in results between the best performing 
stocks and the poorest will be exagger- 
ated. This puts a premium on good se- 
curity analysis and prompt action. 


On the basis of historical record. 


stock prices as a whole are higher than 
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average. This is true even after allow- 
ing for the growth in assets which comes 
from retained corporate earnings. It 
seems reasonable to conclude, therefore, 
that in view of the domestic business, 
banking and political situation, the un- 
predictable foreign situation and the 
level of stock prices, a conservative in- 
vestment policy is logical. 

S. L. SHOLLEY, 

President 


Eaton & Howard, Inc. 
Boston 


Perhaps the most important element 
in the 1954 business picture is compe- 
tition. For an extended period after 
World War II, American businessmen 
were primarily concerned with produc- 
tion, to expand output, build new facili- 
ties, insure adequate raw material sup- 
plies, and keep labor on the job so that 
production would not be interrupted. 
These problems will continue to be im- 
portant, but other matters will be re- 
ceiving increased attention — develop- 
ment of new products, cost control, 
merchandising. 


We see symptoms of the new condi- 
tions in many fields. For example, the 
oil industry, after several years of rapid- 
ly-rising demand, finds itself faced with 
more moderate increases in consump- 
tion and sharply higher levels of pro- 
ductive capacity. There have been some 
price increases in oil products but also 
some price cuts, and there is a general 
wailing and gnashing of teeth as sup- 
pliers find that the previous lush con- 
ditions are past. We have also seen a 
transition in the steel industry where, 
although business continues good, the 
operating rate has finally dropped well 
below 100%. 


It is quite natural that some are a 
little apprehensive as they watch these 
transitions. We may ask ourselves: 
“Without the Federal Government pour- 
ing ever-increasing funds into our econ- 
omy, how are we going to survive? 
Unless we have constant expansion of 
plant facilities and a steadily rising Gov- 
ernment budget, won’t our economy 
collapse?” It is our feeling that there 
are forces present in American industry 
besides those which stem from Govern- 
ment and these can be counted on to 
sustain a healthy business activity. 


One such force which will keep us 
moving ahead is competition itself. For 
the first time in a long while, many 
businessmen will be giving their atten- 
tion to reducing costs to the lowest 
possible level. The profit margin will 





receive renewed attention. A number of 
companies with whom we have talked 
have indicated that they anticipate lower 
volume in 1954. In order to maintain 
their profits, they are rearranging pro- 
duction lines, buying new equipment 
and building new facilities in order to 
turn out their finished products at the 
lowest possible cost. Certainly lower 
costs and selling prices, and better 
products can help stimulate consumer 
buying. 

Introduction of new products and ex- 
pansion of existing businesses undoubt- 
edly will be another avenue which many 
firms use to maintain their operations. 
One electrical equipment company has 
in its development laboratories a num- 
ber of new items which have important 
sales potentials and which can result in 
a sustained volume of business, even 
though older lines are cut back. 


Business as a whole seems to recog- 
nize that it is faced with a new environ- 
ment and that competition is a vital 
factor. This is seen in plans for 1954 
capital outlays which perhaps, surpris- 
ingly enough, show only a small decline 
from 1953. Emphasis in these spending 
plans seems to lie not in the direction 
of expanded plant but in the way of im- 
proved machinery and modernization. 


Perhaps our theories about the busi- 
ness situation and the role of competi- 
tion would be meaningless if there were 
serious maladjustments which needed 
correcting. It does not seem to us that 
such maladjustments exist. Business has 
been reasonably conservative both in its 
expansion plans and financial practices. 
Undeniably there has been a heavy de- 
pendence upon debt in recent years but 
carrying charges for these obligations 
in relation to the volume of business 
seem small. Most expansion has been 
accomplished by the building of new 
plants — mergers and consolidations. 
which sometimes result in unsound 
business structures, have been few. A 
cautious attitude has been evident on 
all sides. 


How do we plen an investment pro- 
gram against this kind of business back- 
ground? It seems to us that the next 
few years are likely to witness a tre- 
mendous screening process with those 
managements which have been drifting 
along the course of least resistance dur- 
ing the postwar period finally revealed 
and brought to account. On the other 
hand, the able, efficient companies which 
have been held back by such factors as 
shortages of raw materials and _ price 
controls will have a chance to demon- 
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strate their superior abilities. Accord- 
ingly, we will seek out those manage- 
ments which can operate in a competi- 
tive economy. By study of statistical 
data where available, and by conversa- 
tions with company officials, we will 
attempt to select those companies which 
are most efficient in operations. Since 
competition frequently places a strain 
upon financial resources, we will also 
give preference to those companies with 
conservative capitalizations and strong 
cash positions. 

THOMAS JOHNSON 


Boston Fund 
Boston 


Our management’s thinking with re- 
gard to 1954 is exemplified by its port- 
folio balance which is comprised of 
approximately 57% common stocks and 
43% fixed-income obligations. 


The Fund’s outlook in its equity 
account is a constructive one. The man- 
agement does not foresee — at the 
moment, at least — any decline of major 
proportions in U. S. business. It is worth 
noting that in its equity section the 
Fund has made every effort to achieve 
broad general diversification while em- 
phasizing holdings in companies which 
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operate in growth areas. Utilities, in the 
last half of the year, comprised 16.3% 
of the equity account, oils 6.3%, chem- 
icals 5.3% and stores 4.8% — holdings 
which do not indicate undue pessimism 
by management concerning the twelve 
months ahead. 


The management’s prudent optimism 
is tempered by the obvious uncertainties 
of our times, but it holds the belief that 
its bond account, with a carefully bal- 
anced schedule of maturities, offers a 
substantial degree of protection against 
any adverse developments. 


It might be well to explain that this 
Fund is operated as though it were an 
individual’s entire investment program, 
and as such the elements of stability 
and “fixed dollar protection” are com- 
bined with what we believe to be oppor- 
tunities for generally greater income 
and “buying power protection” offered 
by common stocks -which fluctuate in 
price. 


The Fund’s concept of investing is 
one .of careful balance, as followed by 
prudent investors, on the premise that 
no one type of security can provide all 
the desirable investment features of pro- 
tection, stability, income and growth. 


Massachusetts Investors Trust 
Boston 


Forecasting economic trends, even 
those of the immediate future, is at best 
a calculated guessing game. Our Amer- 
ican economy is dynamic and therefore 
constantly changing. In addition, it is 
influenced by so many varied forces, in- 
cluding international political factors, 
that to predict what may happen even 
a few months from now is hazardous 
and possibly foolhardy. 


An exception to this rule may prevail 
when the major economic indices are 
on a pronounced upswing and it may 
be relatively easier to observe the likeli- 
hood of their continuance on an upward 
incline. That is not the case at present. 
The picture ahead for 1954 is cloudy. 
However, I do not feel that the situation 
warrants a particularly pessimistic view- 
point. 


I have referred to the dynamic nature 
of the American economy. Through re- 
search and invention, we are constantly 
making discoveries that create new 
wants and thus result in the development 
of new markets or larger markets for 
goods and services. Then, too, the man- 
agers of our enterprises are resourceful 
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Bank of America offers you 


CALIFORNIA-WIDE 
TRUST SERVICE 


Bank of America’s fully equipped trust 
departments are located at strategic points 
throughout the state. Each department offers 
you a complete metropolitan trust service. 


Dank of Amecica 


TRUST AND ASSOCIATION 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





PACIFIC GAS and ELECTRIC Co. 


DIVIDEND NOTICE 
Common Stock Dividend No. 152 


The Board of Directors on December 
16, 1953, declared a cash dividend for 
the fourth quarter of the year of 55 
cents per share upon the Company's 
common capital stock. This dividend 
will be paid by check on January 15, 
1954, to common stockholders of record 
at the close of business on December 
28, 1953. The Transfer Books will not 
be closed. 


K. C. Curistensen, Treasurer 


San Francisco, California 





DIVIDEND NURCE 


The Directors of Daystrom, Incorporated 
on December 22, 1953, declared a regular 
quarterly dividend of 25 cents per share, 
payable February 15, 1954, to holders of 
record January 27, 1954. 


* Operating Units * 
AMERICAN TYPE FOUNDERS 
DAYSTROM ELECTRIC CORP. 


DAYSTROM FURNITURE. DIVISION 
DAYSTROM INSTRUMENT DIVISION 


ET 






CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y 


DIVIDEND No. 24 














T ue BOARD OF DIRECTORS 
has this day declared a regular 
quarterly cash dividend of Sixty- 
*s;wo and One-Half Cents (62 14¢) 
per share on the capital stock of 
the Company, payable on Feb- 
ruary 16, 1954, to stockholders 
of record at the close of business 
January 15, 1954. 


R. E. PALMER, Secretary 
December 17, 1953 
Tm mmm mn 
St. Louis 
1715" 


CONSECUTIVE DIVIDEND 
Common Stock 
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A quarterly dividend of 60¢ per 
share payable on January 1, 
1954 to stockholders of record 
at the close of business Decem- 
ber 15, 1953, was declared by 
the Board of Directors. 
ANDREW W. JOHNSON 


Vice-President and Treasurer 


December 1, 1953 
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people skilled in meeting situations 
which call for product adaptations to 
suit new conditions or for merchandis- 
ing plans which can stimulate lagging 
sales results, Our continuing population 
growth is another factor to reckon with. 
In 1954, the population of the United 
States is expected to reach 162,500,000. 
Savings are another indication of eco- 
nomic health and at the end of 1953 
personal savings on a national basis 


totalled over $200 billion. 


All of these are favorable factors. 
They may be offset to an extent by some 
reduction of employment and output in 
certain basic industries. Some econom- 
ists are predicting a lessening of de- 
mand in steel and automobiles, for ex- 
ample. Yet, many other industries may 
experience new growth. Such businesses 
as life insurance, petroleum, natural 
gas, electronics, drugs, and chemicals 
appear to face little, if any, slackening 
of demand in the period immediately 


ahead. 


For us in the investment trust indus- 
try, the year 1954 will call for more 
than ordinary alertness in the percep- 
tion of changes and trends. In the man- 
agement of this Trust our policy will be, 
as it has been, to be fully invested in 
the stocks of companies which we be- 
lieve to be of high investment quality. 
Our portfolio will continue to be well 
diversified in various industries, with a 
preference for companies which historic- 
ally have indicated an ability to main- 
tain earnings and pay dividends under 
changing conditions. Our investment 
viewpoint is for the longer pull and 
not for the short gain. Well-established 
companies with a known record of good 
management in our opinion have more 
of “the high investment quality” which 
we look for. Yet it must be noted that 
there are no “sacred cows” in our pas- 
ture, no investments which cannot be 
replaced if better ones are available. 
With conditions in 1954 more than 
usually unpredictable, we believe that 
prudent watchfulness in judging the 
trend of events is more essential than 
ever. 


DwicuTt P. Rosinson, Jr., 
Chairman 


Distributors Group, Inc. 


New York 


During the winter of 1951 we began 
to note the fact that several significant 
population (age groupings) and eco- 
nomic conditions of a troublesome na- 
ture would exist all through the 1952-55 











period. These included (1) a declining 
rate of family formation, (2) personal 
ownership of sizable amounts of rela. 
tively new stocks of consumer-durable 
goods (automobiles, refrigerators, etc.) , 
(3) the existence of excessive plant ca- 
pacity, and (4) somewhat tighter money 
supply conditions. (Significantly, No. 4 
was reversed in 1953.) By now well 
over two years of this potential trouble 
period have been successfully bridged 
by large military expenditures; and 
right now, it looks like another not-so- 
good-but-still-very-good year will be 
supported (not stimulated) by military 
expenditures. As a result, only about a 
year or so of this potentially trouble. 
some four year period now appears to 
exist. The business adjustments yet to 
be made, therefore, should not develop 
as strong cumulative effects as they 
might have because of the shortened 
time factor — because by 1955 (1) 
family formation will be rising sharply 
again, and (2) the replacement demand 
for all types of consumers’ durables 
will be large again so that (3) the capi- 
tal goods industries will be stimulated 
again. 


In short, passage of time, not depth 
of decline (businesswise), appears most 
likely to be the basic means of setting the 
stage for a new bull market in stocks, 
the great majority of which have experi- 
enced severe declines during the past 
three years. 


An analysis of all the common stocks 
on the New York Stock Exchange 
showed that on September 14, 1953: 


a. 85% of the individual stocks 
were below their 1951 highs; the 
average decline of all stocks was 
20.6%, with hundreds of issues down 
25% to 50% or more. 


b. 71% of the individual stocks 
were below their 1946 highs on Sep- 
tember 14, 1953 for an average de- 
cline of 19.7%. 


The general economy only now 
appears to be soundly emerging from a 
seven year post World War II adjust- 
ment period — the Korean war caused 
an abortive rise and accentuated the 
adjustment; and the majority of stocks 
in the market were not in the 1949-1951 
“bull market,” and, again, only now do 
the majority of stocks in the market 
appear to be in the process of emerg- 
ing from a seven year “bear market.” 
In 1946, 87% of all the stocks on the 
New York Stock Exchange made their 
individual highs in the same year as 
the Dow Jones Industrial Average. 
Ever since they have been “all over the 
lot.” In 1953, nearly three quarters of 
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all the stocks on the New York Stock 
Exchange were selling below their 1946 
highs by an average of about 20%. 


None of this is to belittle the current 
prospects for some forthcoming busi- 
ness adjustments nor that we think it 
is a time to become “wildly bullish.” In 
fact, the 1953-54 period very likely will 
continue to be a period in which ex- 
treme investment care and skill will be 
rewarded because the “unwinding and 
rewinding” of individual stocks will 
probably continue for a few more 
months before the entire stock market 
has consolidated and adjusted to chang- 
ing domestic and international condi- 
tions. 


It is still our considered opinion that 
last September marked the beginning of 
a very favorable buying area for income 
and capital appreciation over the “fab- 
ulous fifties” period ahead. Attractively 
priced stocks are available; a certain 
amount of patience still appears to be 
the most important investment require- 
ment at the moment. 

HaroLtp X. SCHREDER, 
Exec. Vice President 


Investors Diversified Services, Inc. 
Minneapolis 


Each of the three Funds for which 
our organization acts as investment 
manager has different stated investment 
objectives, which it is our duty and re- 
sponsibility to protect at all times. 


In a period of readjustment such as 
we are now entering, professional money 
management organizations must revalue 
the growth and earnings potential of 
all industry and companies within in- 
dustries, old and new. The correction 
taking place, has been in the form of 
highly selective readjustments in such 
companies and industries. We must re- 
main alert to this rolling type of cor- 
rection, which has important investment 
applications. All company experiences 
within an industry are seldom uniform 
in their degree of correction or their 
need of adjustment. Thus, we will con- 
tinue to exert every effort to select se- 
curities of companies which indicate 
ability to cope successfully with the 
changing economic climate. Careful 
consideration is given to the extent se- 
curity prices may be discounting po- 
tential industry adjustments. Short-term 
influences, as always, will be given 
proper consideration as they are im- 
portant tools in guiding day to day and 
week to week securities transactions but 
greatest attention must be focussed upon 
long-term factors affecting our economy. 


January 1954 





Always subject to unusual develop- 
ments, we expect to continue to recom- 
mend a fully, or near-fully invested, 
position for our three Funds. We do 
not believe it is our function, during 
relatively normal periods to accept 
people’s investment monies for pro- 
tracted placement in an idle cash fund. 
Further, we believe that it is not man- 
agement’s function to attempt to predict 
the near or intermediate term course of 
the securities markets and base a policy 
on such prognostications. It is instead 
our function to seek value in accordance 
with time tested principles of sound 
long-term economic research, careful 
security selection, diversification and 
supervision. 


We are optimistic of the long-term 
future of our country, and we are not 
among those who believe that America 
is nearing the end of its economic 
horizons. It appears unlikely, in view of 
private industry’s plans for future ex- 
pansion, that any economy with such 
demonstrated vitality is now destined 
for any long, serious decline. 


R. W. Purce tt, 
Chairman of the Board 


National Securities & Research Corp. 
New York 


Total 1954 dividend payments by 
U. S. corporations will increase despite 
a moderate decline in net earnings. Our 
research indicates a decline in corpo- 
rate net earnings after taxes to about 
$19 billion from about $20 billion this 
year, but we expect total dividend pay- 
ments to rise to $9.6 billion from an 
estimated 1953 pay-out of $9.5 billion. 
Even $9.6 billion would represent only 
about 50% of net earnings estimated 
for 1954. Increased working capital, re- 
duced inventories and moderate reduc- 
tions in plant and equipment expendi- 
tures, are among reasons indicated for 
the more liberal dividend policy ex- 
pected in 1954. 


Although a 5% decline in corporate 
net earnings is forecast, the indicated 
total of $19 billion for 1954 would still 
exceed the $18.6 billion of 1952, and 
1952 was a prosperous year. This rela- 
tively high level of earnings is expected 
to be maintained because most of the 
factors sustaining the economy in recent 
years continue in substantial force, and 
new supports are expected to replace 
those that have spent themselves. 


In addition, prospective tax reduc- 
tions should provide individuals and 
corporations with increased purchasing 
power in amounts which will more than 








THE COLUMBIA 
GAS SYSTEM, INC. 


The Board of Directors has declared this day 
the following quarterly dividend: 





































Common Stock 
No. 78, 20¢ per share 


payable on February 15, 1954, to holders of 
record at close of business January 20, 1954. 


Dare Parker 


January 7, 1954 Secretary 


cvIICO 
AMERICAN VISCOSE 
CORPORATION 


Dividend Notice 


Directors of the American Vis- 
cose Corporation at their regular 
meeting on January 6, 1954, de- 
clared dividends of one dollar 
and twenty-five cents ($1.25) per 
share on the five percent (5%) 
cumulative preferred stock and 
fifty cents (50¢) per share on the 
common stock, both payable on 
February 1, 1954, to sharehold- 
ers of record at the close of busi- 
ness on January 20, 1954. 


WILLIAM H. BROWN 
Secretary 

























Southern California 
Edison Company 


DIVIDENDS 


COMMON DIVIDEND NO. 176 


PREFERENCE STOCK 
4.48% CONVERTIBLE SERIES 
DIVIDEND NO. 27 


PREFERENCE STOCK 
4.56% CONVERTIBLE SERIES 
DIVIDEND NO. 23 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


50 cents per share on the 
Common Stock; 


28 cents per share on the 
Preference Stock, 4.48% Con- 
vertible Series; 


2814 cents per share on the 
Preference Stock, 4.56% Con- 
vertible Series. 


The above dividends are pay- 
able January 31, 1954, to nn 
holders of record January 5, 
1954. Checks will be mailed 
from the Company's office in 
Los Angeles, January 31,1954. 


P, C. HALE, Treasurer 
December 18, 1953 
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offset the moderate decline in Federal 
Government expenditures indicated at 
this time. Actually defense expenditures, 
which add purchasing power without 
adding to supplies of good available for 
civilian consumption, are scheduled to 
remain within range of the high plateau 
established before the Korean armistice. 
The rapid increase in population and 
the rising standard of living are also 
continuing sources of strength in the 
economy, as they expand consumer mar- 
kets. The large reservoir of individual 
liquid savings should provide another 
sustaining factor. 


State and local government outlays 
are expected to increase and outlays for 
construction and plant and equipment 
are expected to recede only moderately 
from the 1953 record highs. A tabular 
summary of the 1954 business outlook 
as seen by our firm: (figures for 1953 
partially estimated ) 


1953 1954 
billions 


Gross National Product — $368.0 $355.0 


National Income 308.0 300.0 
Personal Income 285.0 280.0 
Disposable Income 248.0 245.0 
Consumption 

Expenditures 231.0 228.0 
Commodity Prices 

(1947-49— 100) = 110.0 108.0 
Industrial Production 

(1935-39=— 100) 235.0 219.0 
Corporate Earnings 20.0 19.0 
Corporate Dividends __ 9.5 9.6 


Gas Industries Fund, Inc. 
Boston 


Our management experience has led 
us to the firm conviction that every in- 
vestment portfolio, large or small, 
should include an important position in 
basic natural resources. The economic 
history of our country has been one of 
gradually decreasing purchasing power 
of the dollar, yet capital has been in- 
creased and created by men of vision 
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/ AMERICAN 
TRUST 
| COMPANY 


who found ways to harness the basic 
raw materials of the land. 


Our natural resources, such as min- 
eral ores, coal, lumber and petroleum, 
have all experienced periods of expan- 
sion and growth. Investment selection 
and timing are, however, of maximum 
importance and today these factors point 
toward natural gas as possessing more 
of the attributes which create a favor- 
able investment climate than most other 
natural resources. 


The use of natural gas is growing 
rapidly, with demand far ahead of in- 
dustry capacity to produce, transmit and 
distribute. It is estimated that the in- 
dustry will spend some $4 billion in the 
next few years for the expansion of 
transmission and distribution facilities 
alone, and the end is not yet in sight. 
In addition, producers will spend hun- 
dreds of millions drilling and connect- 
ing gas wells. New reserves have kept 
pace with the growth, the record of the 
last six years showing additions to re- 
serves exceeding withdrawals by ap- 
proximately 95%. Natural gas is a fuel 
with such obvious use advantages as to 
justify a premium, yet is available in 
most sections of this country at a sub- 
stantial discount below the cost of com- 
petitive fuels. This is a sound basis for 
continued growth, which in turn is the 
basis for the industry’s investment at- 
traction, including its three principal 
divisions — production, transmission 
and utility distribution. 


The gas producers have some unusual 
features. Earnings from the sale of nat- 
ural gas are usually protected by strong 
20-year contracts. However, these con- 
tracts usually also provide for revision 
at periodic intervals or in response to 
price movements. The field price of nat- 
ural gas is in a strong rising trend, and 
therefore these earnings, in addition to 
being protected by contract, can show 
substantial increases. Customarily, divi- 
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dend payments by such companies are 
small since the bulk of available cash is 
devoted to further gas and oil explora- 
tion and development drilling. This 
policy is motivated by both the very 
large rewards from a successful gas or 
oil discovery and by tax advantages. In 
few other areas of business can a po- 
tential income tax dollar be spent and, 
if successful, converted into an impor- 
tant asset. The common stocks of gas 
producers thus have strong capital ap- 
preciation possibilities but require 
acceptance of less than an average yield. 


Established long distance pipelines 
and gas distribution utilities, like other 
public service companies, are subject to 
either Federal or State regulation, have 
definite franchised territories and exper- 
ience relatively stable earning power. 
Their distinction is a vigorous growth 
trend and ability to finance this growth 
profitably. The common stocks of most 
gas utilities, both transmission and dis- 
tribution, are available at attractive divi- 


dend yields. 


For the average investor, we believe 
that a well-balanced selection of invest- 
ments representing each of the three 
major segments of the Natural Gas In- 
dustry provides a good package, not 
only for 1954, but also for long-term 
investment. 

JaMEs H. Orr 
President 


The George Putnam Fund of Boston 
Value Line Fund — 


As we start the New Year at the 
Putnam Fund our investment attitude 
can best be described as one of “cau- 
tious optimism.” We are cautious pri- 
marily because we recognize — as do 
most people — that we have had an 
extended period of record breaking busi- 
ness activity in this country. At the same 
time we feel that those rigid exponents 
of the cycle theory of business activity 
may not be adjusting their thinking to 
today’s changed conditions. 


We are optimistic for a number of 
reasons. First, this has been an excep- 
tionally well mannered boom, especially 
in the securities market. Second, over 
the next six months or so (which is as 
long as we try to look ahead these days) 
we do not anticipate anything more than 
a minor decline in general business ac- 
tivity. Third, we believe that in recent 
years common stocks in general have 
been distinctly under valued and have 
never reflected fully the change in the 
value of the dollar and our record break- 
ing economic activity and large corpor- 
ate profits. Fourth, and probably most 
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important, we anticipate that the philos- 
ophy and the policies of the Eisenhower 
administration will result in a_ better 
attitude towards business and a more 
optimistic appraisal of common stocks. 
Investor psychology, rather than busi- 
ness trends, may well be the key to 1954. 
investment success. 


We have continued to maintain a sub- 
stantial position in equities with some- 
thing better than 60% of the total fund 
in common stocks. We are not stressing 
the so-called defensive stocks. Believing 
that “the best defense is a good offense” 
we are emphasizing the shares of leading 
companies that seem to have interesting 
growth possibilities and stocks that ap- 
‘pear to us to be undervalued, such as 
the rails. In our opinion the question of 
“what stocks” t’o own is more important 
than whether we should have 55% or 
60% invested in equities. 


What corporations and what types of 
stocks will do best in 1954? Will it con- 
tinue to be the blue chip favorites of re- 
cent years or will certain of the neglect- 
ed groups come forward? In today’s’ 
market there are numerous good quality 
stocks that are selling well below their 
highs of recent years and provide very 
generous current returns. It seems to us 
that there may be interestitng opportuni- 
ties in this field for the courageous and 
discerning investor. 


CHARLES M. WERLY, 
Trustee 


Value Line Investment Survey 


A general business adjustment or re- 
cession is now underway. The consensus 
is that the decline will be of moderate 
proportions, supported by repeated state- 
ments of high government authorities 
that a slight decline to a still very high 
level of business activity is the worst 
that should be expected. They not only 
have the best infornted opinion about 
what is going to happen but also the 
power to influence business conditions 
through intervention of one sort or an- 
other. Yet it may be recognized that 
there are things which even the govern- 
ment cannot control, namely, the con- 
sumer, his rate of saving, or spending, 
or the kind of goods he spends his 
money for. The government can in- 
fluence but cannot fully control the rate 
of new investment by private industry 
or the rate of exports and imports. Since 
the government itself feels bound by a 
commitment to balance its budget, it 
has only limited power under that com- 
mitment to reverse deflationary tenden- 
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cies in private sectors of the economy by 
deficit spending. The business indicators 
that we have found most reliable point 
almost unanimously toward a lower level 
of industrial activity and corporation 


profits. 


Perhaps the most sensible way to 
approach 1954 is to recognize that it is 
not necessary to know exactly how far 
the business recession will carry in order 
to adjust intelligently for its impact. 
It would be in good American tradi- 
tion to hope for the best, yet prepare 
for the worst. 


To adopt such a policy calls for (1) 
wide diversification of risks (2) the ut- 
most discrimination in the selection of 
values and (3) substantial cash reserve 
in the form of high grade bonds. In 
short, we feel a defensive policy to pre- 
serve principal even in a “growth” fund 
is currently advisable. 


The Value Line Income Fund, which 
is committed to providing the largest 
possible income, is not in a position to 
take such a strong defensive stand 
against risks in the general market as 
our other fund, because to get large in- 
come it must invest in stocks. However, 
it is possible to select stocks whose 
dividend rates are so high in relation to 
current prices that little further depre- 
ciation could reasonably be expected 
provided current dividend rates hold. 
The very fact that the dividend rates are 
large in relation to current prices, and 
that the yields are high, implies that 
the market itself finds the risks large. 
In these circumstances, it is most impor- 
tant to analyze with the utmost care all 
the high yielding stock opportunities. In 
those relatively few out of hundreds of 
cases where it appears that the market 
has over-estimated the danger of a divi- 
dend cut, commitments may be made, 
but in these cases only. 

ARNOLD BERNHARD, 
President 


EATON & HOWARD 
BALANCED FUND 





Memos 
(Continued from page 20) 

tions are considerably altered. Indica- 
tions are that a period of easy money 
will prevail for some time to come and 
the modest reduction in income taxes 
will have scant effect on prices for tax- 
exempt securities. Most distributors of 
municipal securities are entering 1954 
with a feeling of confidence. 


Current expectations are that the big 
borrowers in 1954 will once again be 
the Federal Housing program, toll roads 
and other users of highway funds. 
Added to these major needs will be the 
usual spate of municipal bonds for 
schools, sewers, water and other state 


and local improvements. 


WiLLIAM H. THARPE, 
DREXEL & Co. 


A AA 


Robinson Succeeds Griswold 
at M. I. T. 


Massachusetts In- 
vestors Trust has 
appointed Dwight 
P. Robinson, Jr. as 
chairman of trus- 
tees, succeeding 
Merrill Griswold 
who is retiring but 
who will continue 
to serve the Trust 
as chairman of its 
Advisory Board. Kenneth L. Isaacs be- 
comes vice chairman of trustees succeed- 
ing Mr. Robinson in this position. 


Mr. Griswold became a trustee in 1925 
shortly after the establishment of the 
company, which originated the open-end 
management trust concept and was the 
first mutual investment fund organized 
in the U. S. He was elected chairman of 
trustees in 1932. The same year, Mr. 
Robinson joined the Trust as head of its 
investment research department. In the 
twenty-one years under chairmanship of 
Mr. Griswold, assets of the Trust in- 
creased from approximately $10 million 
to over $500 million dollars. 





D. P. ROBINSON, JR. 


EATON & HOWARD 
STOCh FUND 


PROSPECTUSES OF THESE TWO INVESTMENT FUNDS MAY 
BE OBTAINED FROM YOUR INVESTMENT DEALER OR 


EATON & HOWARD 


INCORPORATED 
BOSTON 


24 Federal Street 
BOSTON 
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ECONOMICS OF CAPITAL 


Corporate Ads of the Month 
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...only when men were Free to work for Themselves! 





“THERE was Plenty for All... only 
when men were Free to work for Them- 
selves!” In support of this statement 
International Nickel Co., Inc., published 
in an autumn advertisement a picture of 
the Pilgrim’s Thanksgiving Day in 1623 
and the story of how the community had 
only hardship and griping until each 
family was given a parcel of land for 
its own use. The result was astonishing. 
People worked harder and for longer 
hours, planted more, were more inter- 
ested. It was the good harvest following 
this experience which led to the official 
Thanksgiving. 


The “Spark of genius” — so important 
to technological development — is the 
theme of Union Carbide and Carbon 
Corporation’s Christmas time ad about 
the “undergraduate scholarship and fel- 
lowship programs” established by the 
company “in a number of liberal arts 
colleges and technical institutions to as- 
sist deserving students who are inter- 
ested in business and scientific careers.” 
The ad cites Franklin, Fulton, Lincoln, 
Bell and Willard as “geniuses .. . in 
the sense that they had the creative 
spark and the ability, courage and leader- 
ship to see and speed to us inventions 
and ideas beyond the horizon of their 
day.” The ad explains how to get details 
of its scholarship programs and states 
that the “great objective is to open the 
avenue of scientific knowledge to youth.” 
This advertisement is particularly note- 
worthy in view of the great need of 
financial support on the part of educa- 
tional institutions, and the growing 
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tendency of corporations to give financial 
assistance in one form or another. This 
type of aid is in line with the American 
free enterprise tradition and reduces, or 
eliminates, the need for aid from the 
federal government with the inevitable 
accompaniment of government control, 
at the same time that it advances scien- 
tific research, trains potential workers 
for the company, and enhances company 
good will. 


“You and I have no right to object to 
taxes until we object to the way taxes 
are spent” says Warner & Swasey in an 
ad which points out that if we are to 
reduce taxes we must reduce hand-outs 
from the government — hand-outs which 
we pay for out of taxes. The ad suggests 
that if we want to write to our congress- 
man, we tell him to “stop spending money 
on us.” This same company has a current 
ad which in story form shows how com- 
munist propaganda runs counter to basic 
economics. It is called “Beware of the 
quacks” and tells of a flock of ducks to 
which a stranger duck came. He was 
against giving the farmer any eggs, and 
persuaded the other ducks to slow down 
production. Because of that the farmer 
had less money to buy food. Consequent- 
ly he got still fewer eggs until finally 
he had to take the ducks to market for 
slaughtering. At that point it was found 
that the strange duck had fled... and 
that each of the others had been really 
not a duck, but a goose. 


An explanation of the importance and 
use of profits appeared in an ad of Union 


Oil Company of California on “How 
Important is a Penny?” The text ex. 
plains that the company’s profit is equiva. 
lent to about one cent a gallon in the 
price the consumer pays for gasoline. 
With that penny the company has “to 
pay the additional amounts necessary to 
replace worn-out equipment,” must “meet 
today’s inflated cost of finding and de- 
veloping new oil reserves,” and pay divi- 
dends to the “40,362 owners of the Union 
Oil Company” in order to keep them in- 
terested in providing “tools so vital in 
increasing the productivity of our 8,756 
employees.” A penny therefore is “mighty 
important” to the company, yet is over- 
shadowed by the 8%¢ tax per gallon col- 
lected by the Federal and State govern- 
ments. This ad is one of a series “dedi- 
cated to a discussion of how and why 
American business functions.” 


The picture of a riderless horse with 
the caption, “Who would fill his saddle 
tonight?” heads Norfolk and Western 
Railway’s ad about Paul Revere and the 
responsibility for the Freedom without 
which American business could not func- 
tion. The ad points out that Revere “was 
just a plain citizen, — like, perhaps 
you...” It says that times have changed 

. we don’t need a midnight horseback 
ride, but we do need people to “bring 
a danger out into the light.” “So long as 
some men lust to take away the freedom 
of other men, the U.S.A. needs people 
who will take the trouble to be informed 
to understand, vigilant to detect, and 
vocal to express an opinion.” 


Banks, as well as manufacturing busi- 
nesses, are telling the story of economics 
these days. The Bank of the Common- 
wealth, Detroit, published an ad on “The 
Road Back to Sound Money” congratu- 
lating the administration upon a start 
along that “rough and rocky road” which, 
however, “has a peculiar characteristic 

. the further it goes, the smoother and 
better the driving.” 


Chase National Bank, New York, in 

s “Billion dollar chicken feed” ad, ex- 
plains the importance of the corn crop 
and how banking helps the farmers, the 
processors and the merchants. “It’s com- 
petitive banking’s job to make the com- 
munity’s idle funds available wherever 
and whenever business finds opportun- 
ities for profitable and constructive en- 
terprise.” 


First National Bank, Chicago, has an 
ad telling the true story of how a young 
contractor and his superintendent in 
Nebraska “spun a paint brush into thir- 
teen million dollars.” In two years from 
the time the idea occurred to them in 
1944 the men were selling $150,000 worth 
of brush-spinners, and today the portable 
electric tool business which has grown 
from that device has annual sales volume 
of thirteen million dollars. The ad further 
explains how a bank with an understand- 
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Heading of Number 4 in American Bankers Association series of free enterprise adver- 


tisements. This one cites the automobile industry in which profits have resulted in “more 
than 8 million highly paid jobs — and automobiles for 45 million families.” The other 
ads in the series explain what free enterprise is, the importance of the Bill of Rights, the 
Consumer as “everybody’s boss,” the fallacy of thinking of the U. S. Treasury as a source 
of money provided by “someone else,” the importance of machine tools, the laborer as 
capitalist, the significance of bank loans to farmers, the value of private ownership, and 





ing of industry, and responsible officers, 
develops a financing pattern to promote 
and sustain such a growth company. 


Advertisements of the kind reported 
here are more and more furnishing the 
thoughtful citizen — and voeter — 
whether executive, factory worker, or 
housewife, with specific facts and well 
stated principles useful in the refuta- 
tion of propaganda and the enlighten- 
ment of ignorance. 


A A A 


Capitalabor Team 


EXECUTIVE COMPENSATION 


The average high-ranking business ex- 
ecutive last year did little more than 
hold his own in terms of compensation 
received, according to the fourth annual 
survey of executive compensation re- 
leased last month by the American Man- 
agement Association. 

In 1952, compensation of top execu- 
tives on the average increased less than 
1% over the previous year, including 
salaries, bonuses, and company contribu- 
tions to retirement funds. For compari- 
son, the average increase in top executive 
compensation in 1951 over 1950 was 
5.4%; in 1950 over 1949, 10.3%. 


The A. M. A. report is based on anal- 
ysis of payments to 15,000 executives in 
1,868 companies, classified into 50 major 
industries and 10 size groups. 


Stock OWNERSHIP PLANS FOR EMPLOYEES 


Detailed descriptions of ten stock 
ownership plans each explained by the 
sponsoring company’s president, are in- 
cluded in this 85 page pamphlet pub- 
lished by the New York Stock Exchange. 
It contains tabular summary of arrange- 
ments for issue of stock to employees, 
officers and directors as described in list- 
ing applications of 190 companies. These 
are arranged alphabetically by years and 
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the theme that both capital and labor are essential to the American industrial system. 











give in each case the company, date of 
listing application, type of plan, scope 
of plan, number of shares authorized, 
per cent of outstanding shares prior to 
offering, dollar amount of subscription 
price and how determined, terms of pay- 
ments and issuance of certificates. 


REPORT TO EMPLOYEES 


A special financial report to the 7,000 
employees of the Garrett Corporation, 
makers of electrical and aircraft equip- 
ment, quotes from the annual report to 
stockholders the pages giving the balance 
sheet and the profit and loss statement. 
For the employees, explanatory para- 
graphs covering each item are printed 
in the wide margin. A letter from presi- 
dent Cliff Garrett on the front page of 
the folder explains that this information 
was asked for in an employee opinion 
survey. Illustrative of the manner in 
which the explanations are handled is 
the paragraph regarding “Earned sur- 
plus.” It says, “This doesn’t mean some- 
thing left over which isn’t needed — or 
tucked away like a savings account. 
Earned surplus is profit, after paying 
dividends, that we have put back to work 
in the business in more buildings, 
machines, inventories, etc.” 


BARGAINING ON PRODUCTIVITY 


In this book (published by Bureau of 
National Affairs, Inc., Washington 7, 
D. C., 146 pp. $5.75) Fred Rudge has 
gathered available facts on productivity 
as a factor in wage determination and 
has added suggestions as to methods for 
research and other aids to management 
preparation for bargaining in this area. 
The history of productivity in wage bar- 
gaining is briefly reviewed, the value and 
applicability of available information on 
productivity is discussed, and the points 
of view of management and labor are 
separately summarized. 
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Capitalize on the finest loca- 
tion in Washington by making 
the Raleigh your headquarters 
for business and pleasure. En- 
tertain your associates — Pall 
Mall Restaurant, Raleigh Cock- 
tail Lounge, Old English Tav- 
ern. Be near to Government 
Buildings, downtown stores. 


Special Courtesies to Honeymooners 
* 


OTHER MASSAGLIA HOTELS: 

The SENATOR, Sacramento, Calif. 
The MIRAMAR, Santa Monica, Calif. 
EL RANCHO, Gallup, N. M. 


HOTEL RALEIGH 


WASHINGTON 4, D. 





















On Famous Pennsylvania 


Ave. at 12th Street N. W. 
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Florida Trust Division 
Sponsors Bar’s Will Pamphlet 


Fifty-two trustmen attended the Fall 
Meeting of the Trust Division, Florida 
Bankers Association, held at Orlando 
Country Club on November 20th, with 
division chairman, Willard R. Brown, 
vice president and trust officer of First 
National Bank of Miami, presiding. 
Henry C. Coleman, president of Com- 
mercial Bank, Daytona Beach, and presi- 
dent of the Association, made a brief 
talk, and the balance of the program 
consisted of round-table shop talks and 
interim committee reports. 


Herman Langford, vice president and 
trust officer of First National Bank, Or- 
lando, reporting for the Committee on 
Professional Cooperation, introduced 


Donald K. Carroll, chairman of the Pub- 


‘lic Relations Committee of the Florida 


Bar Association who spoke briefly to the 
group, and a resolution was adopted 
whereby the Trust Division agreed to 
distribute the pamphlet “Have You Made 
a Will?” prepared by the Florida Bar. 
The folder answers questions concern- 
ing laws, insurance, joint ownership, and 
taxes in connection with the drafting of 
a will. A letter from the Association 
president to each member bank presi- 
dent implemented the resolution. 


H. F. Pelham, vice president and 
trust officer of First National Bank, Fort 
Lauderdale, led the discussion relative 
to a Trust Fee questionnaire previously 


* sent to all Division members. The ans- 
_ wers left very little of a pattern, and 
| the committee was continued. 


Officers of the First National Bank in Fort Lauderdale, Florida, shown at the “Open 
House” for the enlarged banking and trust quarters on December 21, 1953. Seated: Charles 
L. Pierce, president. Standing, left to right: Front Row—John D. Evans, Jr., cashier; 
Harry A. Judge, vice president; Shirley Keane Lee, assistant cashier; Alwen Neuharth, 
executive vice president; Harold F. Pelham, vice president & trust officer; Rear Row— 
Donald H. Beechler, assistant cashier; John C. Monoghan, vice president; Carl D. Jackson, 
assistant vice president; William H. Miller, vice president & comptroller; Edwin D. 
McDonald, assistant trust officer; Kenneth Bloomer, vice president. 








Henry W. Toland, vice president and 
trust officer of Exchange National Bank, 
Tampa reported on a recent Women’s 
Fin ance Forum sponsored by his bank. 
Dean Houk, trust officer of Union Trust 
Co., St. Petersburg, reported on the 1953 
session of the Legislature, including pas- 
sage of the Prudent Man Rule. 


Sarasota Bank Sponsors 
Bar Association Meeting 
A meeting of the Sarasota County Bar 
Association, at which W. Gibbs McKen- 


ney, Baltimore Attorney, spoke on “Fed- 
eral Estate and Gift Taxes and Estate 
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Planning,” was sponsored on Novem- 
ber 11, 1953 by Sarasota Bank & Trust 
Co., Florida. Forty members of the Bar 
attended—the best attendance in the his- 
tory of the Association—and received 
the address enthusiastically. The ques- 
tion period that followed was extended 
and lively. The meeting was held at the 
Sarasota Bay Country Club, with a 
social hour and then dinner preceding 
the address and discussion. 


A A A 


Study on Profit Sharing 
Available 


Seven significant policy questions in 
establishment profit-sharing trusts for 
retirement income are discussed in a 
study “Deferred Profit Sharing” recent- 
ly prepared by the Pension Fund De- 
partment of Merrill Lynch, Pierce, Fen- 
ner & Beane. The study, copies of which 
are available through all Merrill Lynch 
offices to employers, covers these sub- 
jects: Current vs. deferred benefits, ele- 
gibility for participation, profit-sharing 
formula, distribution formula, vesting, 
trusteeship, and investments. 


A A A 


Central Trust of Cincinnati 
Adopts Profit Sharing Plan 


Central Trust Co., Cincinnati, has pub- 
lished a small booklet for its employees 
explaining in non-technical language the 
terms of the bank’s recently inaugurated 
profit-sharing plan. Contributions to the 
fund will be managed by the trust de- 
partment. 
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ON THE PUBLICITY FRONT 


Advertising 


“HE WHO TRAVELS ALONE WILL SUP 
WITH THE TIGER.” This Bengal proverb, 
illustrated by the tiger eagerly following 
human footprints, affords opportunity 
for The Pennsylvania Company for 
Banking & Trusts, Philadelphia, to pre- 
sent another of its discussions on the 
importance of getting legal advice, and 
offers a free pamphlet. 


“JOINT OWNERSHIP MAY NOT BE BEST 
FOR YOU” is the title of both an ad and 
a free booklet from American National 
Bank, Indianapolis. The pictured booklet 
is circled by an arrow pointing to the 
twelve short paragraphs which discuss 
this subject in the ad. 

“LET YOUR CONSCIENCE BE YOUR 
GUIDE, BUT HAVE YOUR LAWYER DRAW 
THE CONTRACT’ advises a Houston Bank 
& Trust Co, ad, which develops this 
theme in five paragraphs with conclud- 
ing stress upon the reader’s will. 





@ Facts of Vital Concern 
to Women From Our 
90 Years’ Experience 


Suddenly, she had an 
$80,000 headache— 


“SUDDENLY SHE HAD AN $80,000 
HEADACHE,” states an ad from Peoples 
First National Bank & Trust Co., Pitts- 
burgh, which shows the lady wrestling 
with the problems of an executrix, accus- 
tomed to handle only household budgets 
and modest amounts of money. “How 
much better if a trust had been estab- 
lished” remarks the ad, which then ex- 
plains how such a trust can help a 
widow. While the ad is addressed to 
women primarily, its wording is such 
that the husband — and the attorney — 
would feel no embarrassment if the pos- 
sibility of a trust should be called to 
their attention. 


“GIVE YOURSELF THIS GIFT” advises 
an ad of Commerce Union Bank, Nash- 
ville, which takes advantage of the tradi- 
tional holiday exchange of gifts to sug- 
gest that the most valuable gift one 
could give, for self and for family, would 
be “the satisfaction of fulfilling your 
most important responsibility” with 
maximum benefits for the family incor- 
porated in a sound estate plan and a 
lawyer-drawn will. 


January 1954 





“WE THOUGHT YOU'D LIKE TO KNOW 
. .. ABOUT OUR TRUST DEPARTMENT” be- 
gins an ad of the National Bank of Com- 
merce, Seattle, which shows pictures of 
a consultation at the trust officer’s desk 
with the caption: “Please Ask: Would 
we be willing to handle an estate the 
size of yours? How much would it be 
likely to cost? Would we use your own 
attorney? What are the formalities? Can 
you change your mind later? What is a 
living trust? Can you save taxes by 
making a will? .. . How to Ask: Write 
us a note, telephone, stop in in person 
and ask for our personal trust depart- 
ment, or simply start with any member 
of our staff whom you know. If your 
will is not up to date, may we suggest 
you see your attorney.” The same ad 
carries pictures and comment on “a 
Banking School . . . Halloween Trick or 
Treaters .. . Alaska Story on TV.” 


“How TO GET RICHER OVERNIGHT’ is 
the subject of an ad from Huntington 
National Bank, Columbus, Ohio, which 
explains that “everything depends on 
what you want the money for.” If it 
is primarily for the family, the bank 
may be able to help by reducing the 
tax liability of the estate. 


“I’M PRETTY HEAVY IN REAL ESTATE. 
How can I fit that into a trust plan?” 
asks one man pictured in a trust ad. 
His companion answers, “Have you con- 
sidered Chicago Title and Trust?” The 
text explains why the bank is equipped 
to manage not only real estate but se- 
curities, insurance, and business inter- 
ests as well. It offers a booklet, “Plan- 
ning Your Estate.” 


A page from a Reminder pad reading 
“REVALUE ESTATE AT END OF 12 MONTH 
PERIOD to see if it should elect to value 
on optional basis for Federal Estate Tax 
purposes” heads a Fidelity Trust Co., of 
Baltimore ad which then asks, “Do you 
understand it . . .? Would your wife? 
Or would she say, ‘I don’t believe it’s 
really English’ . . .” The ad comments 
on matters of this kind which are puzz- 
ling to an untrained individual who is 
named executor, and concludes “Exec- 
utorship is our business — and we're 
as near to you as the telephone on your 


desk.” 


“Would you ask your wife to do this 
job?” inquires an ad of Wachovia Bank 
& Trust Co., Winston-Salem, N. C., 
which pictures two very burly moving 
men getting a large sofa through a nar- 








row doorway. Agreeing that “naturally” 
a man wouldn’t do any such thing be- 
cause he knows “what the job is,” the 
text points out that many a man does 
ask his wife to settle his estate “because 
he doesn’t know what it is,” and sug- 
gests that the reader find out from the 
bank or his attorney just what the job 
of executor entails. 





MICE 
DON'T MATTER 
MUCH- 


“MICE DON’T MATTER MUCH .. .” be- 
gins an ad from First National Bank & 
Trust Co., Macon, because the Treasury 
Department will replace the paper money 
from which they take their bites, but 
nobody will replace the “bite” of un- 
necessary taxes in an unplanned estate. 


“ASSISTANCE IN MANAGING YOUR IN- 
VESTMENTS,” which includes “competent 
advice based on comprehensive re- 
search” is offered in a Guaranty Trust 
Co., New York, ad of its Investment Ser- 
vice Account. The ad states that invest- 
ments will receive “continuing atten- 
tion,” changes will be recommended 
when the Company feels they are “ad- 
visable from the standpoint of the in- 
vestment and tax position of the cus- 
tomer,” and a booklet on investment 
management is offered. 


“HERE'S EXPERIENCED MANAGEMENT 
for every kind of pension, profit-shar- 
ing, and thrift plan for employes” states 
a Bank of America N.T.&S.A., ad which 
points out that over the years the bank 
had administered “every kind” of em- 
ploye compensation plan. Preliminary 
discussion with a trust officer can be 
arranged “at any branch” without obli- 
gation. 


“A NEW YEAR’S RESOLUTION” is the 
timely heading of a Chemical Bank & 
Trust Co., New York, ad which points 
out that “changes in laws, taxes and 
economic conditions . . . and perhaps 
in your family situation” make it im- 
portant to “review your Will... a good 
resolution for 1954.” 


“You CAN NOW PLAY SANTA CLAUS 
FOREVER . . . ” begins a Metropolitan 
Foundation of Atlanta ad which explains 
how an individual or a corporation can 
make a charitable donation through the 
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Light your own 
“eternal flame” 


With the recent establishment of the Metropolitan 
Foundation of Atlanta you may sow start an educa 
tuonal, religious. or charitable fund in your own name 
of in the name of anyone whom you wish to honor with 
a memonal. with the certamty thal your intentions wil) 
be carried out permanently . . . no matter how needs 
or coadipons may change. 
sc. Through the Foundation as a self-perpetuating instite- 
tion an untimited number of charitable funds... both 
large and amaill. may be administered through the 
basic principle of 2 Common Trust. Gifts are pooled 
and invested to produce a larger return than could be 
expected with separate small sums and also to insure 
more efficieot management 


The Foundation is sot pnmanty designed tor large 
gifs. You cas san your fued with a few hundred, s 
$1,000, o $10,000. or $100,000. Regardless of the 
amount, your gift can have all the advantages of an 
vedividual fovedation while benefiung from the econ 
omy and wisdom of unified and permancot manage 
ment Over 100 similar organtzatioe- have been estab 
imabed in other large cities during the , ast twenty ve 
years and all have proved highty successful. 


Donations to the Foundation may be placed with any 
ome of the four founding banks Consult a trust officer 
of any of the banks listed below for free information 
and booklet. 


The METROPOLITAN FOUNDATION of ATLANTA 


Acting Throwgh the Member Banks ut the Attante Clearing House Assooation 


One of series signed by four Atlanta banks. 


Foundation by giving or gradually 
building up the principal which the 
Foundation will manage and from which 
funds will be applied as directed by the 
donor. While this ad was particularly 
timely for the Christmas season, the 
first of the series was entitled, “Light 
your own eternal flame.” This ad gave 
its name to the series, each ad of which 
repeats “the gift that lives eternally,” 
and it includes advertising plates from 
each of the four Atlanta banks which 
manage Foundation funds — First Na- 
tional, Citizens and Southern National, 
Trust Company of Georgia, and Fulton 
National. Third in the series is an ad 
featuring newspaper headlines: Colleges 
Need Money . Crippled Children 
Need Help . . . Church Needs . 

Juvenile Delinquency Problem Needs 
Research . . . Worthy Students Need 
Scholarships. The reader is advised to 
“Endow your favorite cause through the 
Metropolitan Foundation of Atlanta.” 
Each ad explains how the foundation 
works, and points out that donations can 
start with “only a few hundred dollars.” 


“BOSTON . . . INVESTMENT TRUST CAPI- 
TAL OF THE U. S. A.” So begins a news- 
paper ad in which State Street Trust Co. 
salutes the Mutual Funds which “for 
years have been available to a growing 
army of small and large investors, thus 
giving enhanced stability to America’s 
financial markets.” The ad explains that 
mutual funds with headquarters in Bos- 
ton show aggregate asset value exceed- 
ing that reported by such funds in any 
other city, and continues, “It is a source 
of gratification to the State Street Trust 
Company that it has been privileged to 
cooperate with many outstanding Mu- 
tual Funds and their Distributors, not 
only in the capacities of Transfer Agent 
and Custodian, but also recently as 
Agent for their Cumulative Investment 
Programs. In providing these services 
we feel we have filled a constructive role 
in the pioneering and development of 
this important medium of investment.” 


Motion Pictures and T.V. 


A two-hour color film describing the 
work of the various departments has 
been completed by /ndustrial Trust Co., 
Providence, R. I., produced by Harold 
R. Barker, vice president in charge of 
Public Relations. It begins with the his- 
tory of the bank and a presentation of 
the administrative staff, and moves on 
to discuss the departments and branches 
(throughout the state), concluding with 
a presentation of Trust Services by 
Curtis B. Brooks, trust officer. 


In order to explain trust services, the 
film depicts John Jones, father of a 19 
year old daughter in college and a 17 
year old son with business aptitudes, as 
well as a 10 year old son. In his effort 
to formulate a satisfactory plan for the 
financial protection of his family and 
to assure education and opportunity for 
his children, Mr. Jones consults his 
loaning officer, and through him meets 
a trust officer who helps him plan his 
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estate to meet his objectives. Mr. Jones’ 
lawyer not only prepares the will but 
also explains its provisions to Mr. and 
Mrs. Jones. The father explains to the 
children what he has done for their wel- 
fare. The trust officer discusses with the 
parents what the bank would do as 
executor and trustee, much to the satis- 
faction and relief of the Joneses. 

The film is divided into seven reels 
so that the story of a single department 
can be shown separately if desired. The 
combined picture has already been 
shown to the bank’s own personnel with 
excellent response and will be available 
for use in schools or civic groups. It is 
expected that a representative of the 
bank would be present at any showing 
to add further explanations, answer 
questions, and maintain a friendly con- 
nection between the bank and the group. 

A half-hour T.V. show, J] Led Three 
Lives, is currently sponsored by State- 
Planters Bank & Trust Co., Richmond 
in cooperation with one of the bank’s 
corporate customers. The show drama- 
tizes the adventures of Herbert Phil- 
brick, the Boston businessman who 
worked for nine years among the com- 
munists as a counterspy for the FBI 
and was a chief witness against the 
eleven communist leaders. Animated 
commercials promote the bank’s vari- 
ous services. 


The March of Time program, selected 
by the Trust Company of Georgia, At- 
lanta, for its 13-week trial of television 
advertising, allowed three minutes for 
commercial announcements, devoted 
each week to a special feature of the 
bank’s services — personal trust, agri- 
cultural, bond department, state-wide 
coverage. Staff members had _ varied 
opinions, professional rating was “sur- 
prisingly good,” customers expressed 
thanks, and offer of a booklet on wills 
brought an encouraging response. 

Nine TV spots engaged by City Na- 
tional Bank & Trust Co., Kansas City, 
Mo., are devoted to various bank ser- 
vices, two of them concerning the trust 
department. Bank personnel are used as 
actors, some in their regular role and 
others impersonating customers. Instead 
of a dialogue the ad uses a running com- 
mentary by a professional announcer. 
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INCE REGULATION “F” REQUIRES 
S that each trust account be reviewed 
once every twelve months’ period by 
the Directors or by the Directors’ Trust 
Committee, such accounts are usually 
reviewed as of the anniversary month 
of their acceptance or at the time annual 
accountings are being submitted to the 
court or to beneficiaries. Accordingly, 
a certain number of them come up for 
review at each meeting of the Directors’ 
Trust Committee. For example, if a 
total of 360 accounts is being admini- 
stered by the Trust Department, approx- 
imately 30 accounts will be reviewed at 
the monthly meeting of the Directors’ 
Trust Committee. If the volume of ac- 
counts increases, semi-monthly meetings 
are held so that all accounts will be re- 
viewed during the calendar year. If the 
auditing department is to conduct Con- 
tinuous Administrative Audits of each 
trust account, it is at this point where 
such a program may be instituted. 


Accordingly, prior to the next 
monthly review of certain trust accounts 
by the Directors’ Trust Committee, the 
Auditing Department should start mak- 
ing its administrative audit of such 
accounts, taking at least one or more 
each day. In this way the Trust Auditors 
get as familiar with each account as 
the Trust Officers. In this manner, the 
Directors’ Trust Committee may be in- 
formed of any irregularities or viola- 
tions in the administration of any ac- 
count or in the investment provisiolts 
of the account, and take prompt steps 
to remedy the situation. 


Tools to Work With 


The Auditor needs special tools in 
order to work efficiently. Various work- 
sheet forms have been devised for this 
purpose by the State and Federal super- 
visory authorities, and the larger metro- 
politan trust institutions. These forms 
may be used to audit each Trust com- 
ing up for review at the monthly meet- 
ing of the Directors’ Trust Committee. 
Separate forms are used for Estates, and 
Trusts. In addition, special forms are 
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Trust ACCOUNTING AND AUDITING 


Part Ill (continued) and IV — Directors’ Examinations 


HERBERT S. CROFT 


Vice President and Trust Officer, The Alamo National Bank of San Antonio, Tex. 


This is the concluding installment in 
the series of five begun with the August 
1953 issue. If sufficient interest is shown, 


reprints of the series will be made in 
pamphlet form at $1.00 each. 
Editor’s note. 


used for Corporate Trusts, and all 
agency accounts which are not usually 
reviewed by the Directors’ Trust Com- 
mittee. 


After the forms are filled out by 
assistants or clerks, the Auditor or Ex- 
aminer can tell at a glance the history 
of the account for the past year, and 
spot any liability which appears prob- 
able from the data on the forms. 


As to Estates, the form should show: 
original inventory; total administration 
costs, debts and claims; net estate; dis- 
tributions; residue on hand, and reasons 
for any delay in settlement or distribu- 
tion, 


As to Trusts, separate Principal and 
Income forms may be used. On Prin- 
cipal, show: a list of the assets at in- 
ception or as of the date of the last 
audit; principal transactions during the 
period covered by the audit, and assets 
presently on hand. On Income, sum- 
marize reecipts and disbursements, for 
the period covered by the audit. 


The Auditor should then supplement 
his examination by an Audit of the In- 
vestment Review file on each account 
which is being prepared by the Trust 
Department and the Investment Analyst 
for submission to the monthly meeting 
of the Directors’ Trust Committee. 


An analysis of the Investment Review 
files may be made along the following 
lines: Take original inventory value of 
the Trust, next add profits on sale of 
assets, and then deduct losses on sale 
of assets, payments from principal, dis- 
tributions from principal, and costs of 
administration, thus arriving at present 
cost or inventory value. (Compare the 
resultant figure with present market 
value). 





The Auditor may then determine 
from his copy of the Brief sheet on each 
account, or from the original instru- 
ment, whether or not the account is 
being properly administered. Danger 
signals are those accounts which show: 
a marked decrease in value, large differ- 
ences in market value as compared to 
original inventory, and declines in in- 
come or an extremely low rate of return. 


Finally the Auditor should then sub- 
mit a monthly report to the Directors’ 
Trust Committee of his findings and 
recommendations. 


Check List 


In checking the trust instrument or 
brief sheet, the auditor may determine 
the following points: 


1. Have court orders or legal opin- 
ions been received on doubtful provi- 
sions, duties or powers? 


2. Are assets or investments prop- 
erly diversified? 


3. Check the current market value 
computations and appraisals of assets 
being reviewed. 


4. Ascertain reasons for the growth 
or shrinkage in the value of assets. 


5. Verify delinquent receipts of in- 
come on bonds, stocks, mortgages, 
rentals, etc. 


6. Verify remittances to beneficiar- 
ies and see if they have been made in 
accordance with the Trust Agreement. 


7. Scrutinize expenses and see if 
they are regular and not used for un- 
authorized purposes. 


8. Verify reasons for long standing 
overdrafts or advances made by the 
Bank to the trust, and the security 
therefor. 


9. Verify validity and computations 
of fees, as well as the entry to the in- 
come account on the Bank’s books. 


10. Ascertain if the compensation is 
adequate for servicing the account. 


11. Have all accountings or state- 
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ments been furnished to the court or the 
beneficiaries during past year? 


12. Review the status of any pend- 
ing litigation and check the prospects of 
future litigation. Here the files should 
Ibe checked to ascertain any evidence of 
nsatisfactory conditions or objections 
o the administration, and that com- 
plaints have been properly taken care of. 


13. Determine that all the provisions 
of the instrument are being complied 
with. 


14. Determine that all assets held 
are invested in accordance with the 
terms of the particular trust instrument. 


15. Ascertain if the bank is exceed- 
ing its powers and if any policies are 
being followed which may impose a 
contingent liability detrimental to the 


Bank. 


16. Check the minutes of the month- 
ly meetings of the Directors’ Trust Com- 
mittee and ascertain that all purchases 
and sales of securities and other author- 
izations have been complied with since 
the date of the last annual review of the 
account. 


17. Are all trust assets periodically 
appraised and reviewed for the purpose 
of determining their current value and 
whether or not they should be retained. 


18. Check the classes of securities 
in which investments are made in cases 
where the investment of trust funds is 
left to the discretion of the institution. 


19. Check the sources through 
which trust investments are purchased 
and ascertain that they are reputable 
members of security exchanges, etc. 


20. Where the Bank acts as a co- 
fiduciary, check and see that all assets 
are in the possession of the Bank and 
that proper authorizations are being re- 
ceived from any co-fiduiciary on all 
important matters. 


21. Where stocks and bonds are con- 
sidered worthless, verify the source of 
such information and that they are listed 
on the asset records at nominal value. 


22. With respect to real estate mort- 
gages, verify that written appraisals are 
on file showing the value of land and 
improvements separately. 


23.- Verify that properties securing 
real estate mortgages are inspected and 
revalued by competent appraisers. 


24. Check adequacy of insurance 
coverage on all real estate securing 
mortgage notes and that payment of 
taxes and assessments have been made 
promptly. 
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25. Verify that all payments of 
principal and interest are properly en- 
dorsed on mortgage notes and partici- 
pation certificates held. 


26. Verify that counsel has passed 
upon the validity of all mortgage papers, 
especially on Guardianship Accounts. 


27. Have all death and gift taxes 
been paid or provided for? 


28. Have all stock dividends been 
properly allocated? 


29. Has there been any negligence 
or undue delay in performing any re- 
quired duties? 


Closed Accounts: Personal Trusts 


1. See that any trust accounts are 
terminated promptly according to their 
terms and distributions of assets are 
made to those entitled thereto. 


2. Audit all statements of assets and 
accountings submitted to the benefici- 
aries or to the court. 


3. Audit all distribution schedules 
of assets or cash prior to actual distri- 
bution in order to avoid liability for 
improper division of assets. 


4. See that proper releases and re- 
ceipts are received from those to whom 
the assets are delivered. 


Part IV 
Directors’ Examinations 


Since it is impossible from a time or 
cost viewpoint for the Directors’ Exam- 
ining Committee or the Governmental 
Examiners to make either a complete 
administration or operational audit, the 
auditing department should conduct 
both continuous Administrative Audits 
and Continuous Operational Audits in 
order to protect the Bank against po- 
tential liability which may result from 
violations of the Trust instruments, the 
laws, regulations or any unethical prac- 
tices. 


The primary purposes of Directors’ 
examination of the trust department are: 


1. to account for all the assets for 
which the department is responsible, 


2. to review in a general way the 
administrative, investment, and oper- 
ative policies of the department, 


8. to see that adequate safeguards 
are in full force and effect, 


4. to determine that adequate rec- 
ords are currently maintained, and 


5. to ascertain, in so far as pos- 
sible, whether the accounts are being 
administered in accordance with the 
law and the instruments creating the 
various trust accounts. 


National Bank Requirements 


Regulation F of the Board of Gov- 
ernors of the Federal Reserve System, 
governing the trust powers of national 
banks, requires that “in addition to ex- 
aminations by examiners appointed by 
the Comptroller of the Currency or 
designated by the Board of Governors 
of the Federal Reserve System, a com- 
mittee of directors, exclusive of any 
active officers of the bank, shall, at 
least once during each period of twelve 
months, make suitable audits of the 
trust department or cause suitable audits 
of such department to be made by audi- 
tors responsible only to the board of 
directors. The Committee of Directors 
is further charged with: 


1. Ascertaining by a thorough ex- 
amination (a) whether a review has 
been made of all the assets in each 
trust as to their safety and current 
value and the advisability of retain- 
ing or disposing of them, and (b) 
whether trust funds awaiting invest- 
ment or distribution have been held 
uninvested or undistributed any longer 
than reasonably necessary. 


2. Promptly making a full report 
of such audits and examination, in 
writing, to the board of directors of 
the bank, together with corrective 
recommendations. The Examining 
Committee should assure itself that 
the Trust Department is in proper 
condition and that it is being con- 
ducted properly. The following cases 
illustrate the legal obligation imposed 
upon directors to exercise reasonable 
supervision over the affairs of the 
Bank. Atherton v.. Anderson, 99 F. 
(2nd) 883; Rankin v. Cooper, 147 Fed. 
1010; Briggs v. Spaulding, 141 U. S. 
132. 


Of course, Directors’ Examinations of 
the Trust Department may be conducted 
by the Directors’ Examining Committee 
itself, or it may cause the same to be 
made by the Auditing Department of 
the bank, or an outside auditing firm. 


An outline of the procedure which 
normally should be followed by the 
Directors’ Examining Committee is set 
forth in: 

1. Paragraph 39, Form 1417 en- 
titled “Duties and Liabilities of Di- 
rectors of National Banks,” published 
by the Treasury Department, Office 
of the Comptroller of the Currency, 
and 


2. Page 56 of the manual entitled 
“Audit Program for the Smaller 
Bank,” published by the N.A.B.A.C. 
(1950 Edition). 


Examination of Trust Department 


In making their examinations of the 
trust department the committee should 
proceed as follows: 
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1. Seal the compartments in the 
vault containing trust securities, also 





























‘i any overnight compartments, and take 
n, possession of the books and records of 
al the department. 
‘ 2. Count any cash in the depart- 
“< ment and make a record of all trust 
_ securities in the department not in the 
- vault. If any trust securities are out of 
Ly the department temporarily, make a 
~ record of the receipts for verification. 
ve 3. Take off a cash proof. This is a 
1e proof of the uninvested principal and 
ts income cash due corporate trusts, cash 
li- held for account of sinking funds, and 
of any other cash liability accounts to 
rs prove with the deposits of the trust de- 
partment in the banking department, or 
"" in other banks. 
~ 4. See that the bonds held by the 
“of trust department as security for trust 
“% funds on deposit in the banking depart- 
b) ment are of a market value in an amount 
t- sufficient to cover these deposits. 
a 5. Inspect the trust ledger and se- 
curity ledger and check up any import- 
-" ant changes since the last examination 
in such as trust accounts closed out, new 
of trusts received, purchases and sales of 
ve securities, large distributions of income, 
a and commissions taken. 
er 6. Check all securities and other 
n- assets held by the trust department. 
— Make a thorough examination and 
a analysis of the investments which have 
he been made for account of the various 
F. trusts to determine their desirability 
od. and present worth. A __ periodical 
8. appraisal of all trust securities is im- 
‘ portant. This should be restricted to: 
oO 
ed a. <A check-up of all securities and 
ee other assets held by the Trust Depart- 
* ment, 
of b. Verification that the Auditing 
a Department is conducting a continu- 
ous administrative audit in addition 
ch to a continuous operating audit, 
he c. Verification that the Directors’ 
set Trust Committee has performed its 
proper functions. 
n- 7. The committee should have be- 
Di- fore it the last report of the bank exam- 
- iner of the trust department, and any 
ry, letters from the Supervisory Authority 
relating to that department, with the 
- view of verifying the correction of any 
~ exceptions which may have been called 
C. to the attention of the bank. 

8. The examining committee should 
it make any observations necessary to 
™ come to a conclusion concerning the 
ild supervision and general management of 






the trust department, and incorporate 
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its recommendations in its report to 
the Board of Directors. 


Other Inquiries 


Some additional questions that may 
be raised by the Examining Committee 
are: 

1. Has the Board of Directors given 
official consideration to all previous re- 
ports, and recommendations of the Di- 
rectors’ Examining Committee and the 
Governmental Examiners? 


2. Has the Board of Directors taken 
appropriate steps to correct any criti- 
cized matters? 


3. Are such reports and examina- 
tions noted in the minutes of the Board, 
together with the action taken thereon, 
and made a part of the records of the 


Bank? 


4. Has the Board of Directors re- 
viewed the actions of the trust commit- 
tee in connection with the review of the 
assets held in all trust accounts, the 
prompt investment of trust funds, the 
policies being pursued, and its super- 
vision of the trust department? 

5. Is the Bank conforming to sound 
principles in the operation of its trust 
department? 

6. Does the Trust Department 
charge reasonable fees or compensation 
in cases where such fees are not regu- 
lated by statute or the trust instrument? 

7. Are such fees based upon the 
cost of the services rendered, and the 
responsibilities assumed ? 

8. Are fees applied uniformly and 
impartially to all customers alike? 


If you.are planning to establish a business 
in Canada or if you are considering the 
purchase of real estate as an investment, 


real 
estate 
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you will find our Real Estate Division well 






























9. Does the Bank keep an adequate 
record of litigation pending against it 
in connection with the administration 
of any trust? (Only litigation involv- 
ing alleged negligence or misconduct for 
which Bank is individually liable.) 


10. Do any of the Bank’s officers or 
employees serve as a co-fiduciary with 
the Bank? If so, has the Board of Di- 
rectors specifically approved their re- 
tention of any fees? 


11. Are all officers and employees 
adequately bonded? 


As to the form of the report of the 


Examining Committee, see page 59 of 
the N.A.B.A.C. Manual. 


Part V — Recommendations 


There is a tremendous hidden liability 
in the responsibility of the Trust De- 
partment to handle properly the settle- 
ment of Estates, the administration of 
trusts, and the servicing of agency 
accounts. Poor trust administration in- 
vites liability. Well managed Trust De- 
partments produce profits. 


I can think of no better place than 
the Trust Department where a conscien- 
tious auditor may be rewarded for his 
efforts in preventing or minimizing lia- 
bility. To the contrary, an undisclosed 
threat of liability may ripen into a sur- 
charge, resulting in a capital impair- 
ment detrimental to the Bank, as well 
as its employees. I recommend setting 
up a standard procedure not only for 
Continuous Operating Audits, but also 
for Continuous Administrative Audits. 


in 
Canada 


MONTREAL TRUST 
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Our long experience and wide knowledge 
of Canadian real estate matters is your 
assurance of our ability to provide expert 
services for corporations and individuals 
planning to participate in Canada’s growth. 
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F. FRAZIER JELKE, investment banker 
and son of the oleomargarine manufac- 
turer, devised all his Rhode Island real 
estate, assessed at $260,000, to the 
Frazier Jelke Foundation, Inc., founded 
in 1943 to promote religious, charitable 
scientific, literary and educational activ- 
ities. To the children of a named cousin, 
Mr. Jelke bequeathed $20,000 in the ag- 
gregate, to be divided among them as 
directed by the cousin. Two partners of 
the testator are given legacies of $100,000 
and $70,000, respectively; five other indi- 
viduals receive bequests totalling $45,000. 
The estate is estimated at $5,000,000. 


For a cousin residing in Illinois, a 
$20,000 trust is created with Continental 
Illinois National Bank and Trust Co. of 
Chicago, to pay her the income for life 
and so much of the principal as the 
trustee deems necessary for her support 
and welfare. The remainder at her death 
passes to the residuary trust. Two-thirds 
of the income of this trust goes to a 
grandson and the other third to a grand- 
daughter, the former receiving a larger 
share “because, as a man, he will by law 
be subject to heavier obligations and 
responsibilities than a woman.” Their 
respective issue succeed to the income. 
The trust terminates on the last death 
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WHERE THERE'S A WILL 


of these two grandchildren and a third 
who, like Mr. Jelke’s son, receive nothing 
under the will, having been previously 
provided for. The then income benefi- 
ciaries will receive the principal in the 
same proportions, except that if the 
last grandchild was receiving income, his 
or her share goes to his issue. 


A Rhode Island resident, Mr. Jelke 
named his two New York partners and 
Equitable Security Trust Co. of Wilming- 
ton, Del. as executors and trustees. The 
two grandchildren are to become co- 
trustees of their trusts upon attaining 
age 21, provided they agree to serve 
without compensation. 


AvuGuUSTUS VAN HoRNE STUYVESANT, 
JR., last direct descendant of Peter Stuy- 
vesant, final Dutch Governor of New Am- 
sterdam, bequeathed to the New York 
Historical Society the illuminated dia- 
gram of his family tree and two other 
items, directing that all other family 
portraits and miniatures be destroyed. 
The 83-year-old bachelor left no closer 
kin than cousins, to two of whom he 
bequeathed $10,000 each and another 
$5,000. To an uncle he had given $150,000 
but he having predeceased the testator, 
$100,000 is to be divided among his de- 
scendants per stirpes. 


The residue of the estimated $4,000,000 
estate is bequeathed to St. Luke’s Hos- 
pital in New York, to establish and main- 
tain a separate Memorial Hospital bear- 
ing the names of the decedent’s parents. 
The funds are to be administered as a 
unit with bequests for the same purpose 
under the wills of the testator’s two sis- 














Estate settlement problems 
Beneficiaries 

Real Estate Holdings 
Financial Interests 

Estate Creditors 


Call on New England’s oldest trust company for competent, 
cooperative assistance with any fiduciary matter. 


ee 
Hospitat Trust ComPpaANy 


HEAD OFFICE I5 WESTMINSTER ST., PROVIDENCE I, R. I. 


ters. The two individuals named as ex- 
ecutors having predeceased Mr. Stuy- 
vesant, The United States Trust Co. of 
New York, designated successor fidu- 
ciary, qualified as sole executor. 


GEORGE H. CLARK, a director and one 
of the original stockholders of Eastman 
Kodak Co., whose $1,000 investment 
grew to one of the largest individual 
holdings at the time of his death, left 
an estate of approximately $5% million. 
After legacies of $22,500 to charities and 
employees, he bequeathed to Rochester 
Institute of Technology “that number of 
shares (of Kodak stock) owned by me 
at my death as then represents . . 
10,000 shares of the present (August 
29, 1949) common stock of that company 
as the same may be hereafter increased 
or decreased in number by way of stock 
dividends, split-ups or other similar 
events but disregarding rights to pur- 
chase stock, whether exercised or not.” 
The Institute also receives one-fourth of 
the residue, the rest going equally to 
three children, two of whom are ap- 
pointed executors with Genesee Valley 
Trust Co. of Rochester and requested 
to employ the testator’s attorney as coun- 
sel for the estate. 


RoyAL MEEKER, former United States 
Commissioner of Labor Statistics and an 
internationally known economist, left his 
estate of about $80,000 to his wife, nam- 
ing First National Bank and Trust Co. 
of New Haven as executor. If his wife 
predeceased him, small legacies were 
provided for a number of persons, with 
the residue to be held in trust by the 
bank to pay the income to the National 
Bureau of Economic Research to pro- 
mote economic research in any field of 
current interest. 
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H. W. KALMBACH 
Los Angeles 


LARKIN H. PARRIS 
Atlanta 


HARVEY HILL 
Atlanta 


ARIZONA 


W. J. Bury named a trust officer, and 
Kenneth Todd an asst. trust officer in 
the home - office. 


Phoenix 
VALLEY 
NATIONAL BANK 


CALIFORNIA 


Harlan B. Robinson advanced to trust 
officer, at headquarters. 


Los Angeles 
BANK OF AMERICA 
NATL. TRUST & 
SAVINGS ASSN. 


Herbert W. Kalmbach elected secre- 
tary and a member of the board of 
directors. He has been trust officer. 


Los Angeles 
SECURITY TITLE 
INSURANCE Co. 


Oakland 
CENTRAL 
BANK 


Kirby Tharp, formerly asst. vice presi- 
dent and asst. trust officer, elected 
vice president. David L. Anderson, 
who is vice president and trust officer 
in charge of the trust department, continues in that capacity 
but becomes also vice president in charge of public relations. 


Arthur W. Schiefer advanced from 
asst. vice president to vice president, 
having served for the past ten years 
as senior investment officer in charge 
of the bank’s portfolio. 


San Francisco 
BANK OF 
CALIFORNIA N.A. 


CONNECTICUT 


C. E. Abbott advanced from trust 
officer to vice president. 


Greenwich 
GREENWICH 
TRusT Co. 


Hartford 
PHOENIX 
STATE BANK 


Jonathan Goodwin, manager of the in- 
vestment analysis division and a mem- 
ber of the bank since 1940, elected a 
trust officer. 


GEORGIA 


Atlanta Harvey Hill succeed Larkin H. Parris 
CITIZENS & SOUTH- as vice president and general trust 
ERN NAT’L BANK officer in charge of the trust depart- 

ment, upon the latter’s retirement 
after 34 years with the bank. Mr. Larkin, however, will con- 


JOHN S. BACHELLER 
Newark 


LEo V. HARNDEN 
Chicago 


January 1954 


J. B. CoRWINE 
Chicago 


W. C. GRIFFITH 
Chicago 


W. O. HEATH 
Chicago 


tinue to serve on the advisory board of directors and the 
trust committee. A trust officer at this bank since 1935, 
Larkin attended the first class of the Graduate School of 
Banking at Rutgers, New Brunswick, N. J. Mr. Hill joined 
the bank in 1948 after 15 years with three Atlanta law firms, 
becoming vice president and asst. general trust officer in 
1951. He has served as president of the Atlanta Bar Asso- 
ciation and president of the Catholic Laymen’s Association. 


ILLINOIS 


Ignatius J. Keogh appointed vice 
president and trust officer, succeed- 
ing Roy E. Kimler. 


Bloomington 
AMERICAN 
STATE BANK 


Chicago Among promotions and changes were 
CONTINENTAL the following in the trust department: 
ILLINOIS NATIONAL Harold O. Schultz, from asst. secre- 
BANK & Trust Co. _ tary to trust officer; Alfred P. Haake, 

Jr., newly elected assistant secretary; 

Leo V. Harnden, from second vice president (trust depart- 

ment) to secretary of the bank, to succeed Paul C. Butcher 

who retired December 31st after more than 37 years with the 
trust department. One of the first graduates of the Graduate 

School of Banking at Rutgers U., and a former member of 

the faculty there, Butcher is secretary of the National 

Epilepsy League. 


Lynn Lloyd, vice president in charge 
of the trust department, retired on 
December 31st in accordance with the 
bank’s pension program; William O. 
Heath named to succeed him as head of the trust department. 
A graduate of Columbia U., Heath has been associated with 
Harris Trust since 1929 as an officer in the trust department. 
He is past president of the Chicago Life Insurance and Trust 
Council, past treasurer of the Financial Public Relations Asso- 
ciation, and is the newly elected treasurer of the University 
Club of Chicago. 


Wendell C. Griffith, appointed vice president in the trust 
department, has been with Harris Trust since 1922, and 
will continue in the trustee division. J. Brooks Corwine ap- 
pointed asst. vice president in charge of the trust new 
business division (formerly headed by Heath) ; C. J. Hamble- 


Chicago 
Harris Trust & 
SAVINGS BANK 


WILLIAM McKINLEY 
New York 


Ws. F. FINLEY 
New York 


57 








R. S. PERKINS 
New York 





ALFRED y ALLIN 
New York 


J. B. BRIpDGwooD 
New York 





ton, Jr. advanced to asst. vice president; John S. Dunhill, 
Martin J. Morrison, Fred G. Wangelin and Arthur T. Well- 
man to assistant secretary; and John R. Golden named asst. 
trust counsel. 


INDIANA 
Indianapolis Fred E. Shick elected vice president 
INDIANA and trust officer. Prior to joining the 


bank he was a special agent with the 
FBI, and in 1940 was deputy secur- 
ities commissioner of Indiana. Walter M. Evans was named 
asst. trust officer. 


NATIONAL BANK 


MAINE 
Portland Winthrop B. Walker, vice president 
CANAL in charge of the trust department will 


in addition be connected with general 
banking administration. Lloyd W. 
Knox promoted to trust officer; Howard J. Collins elected asst. 
trust officer in charge of operations of the trust department. 


NATIONAL BANK 


MASSACHUSETTS 


William P. Coues, Jr. and Graton E. 
Williams appointed assistant treas- 
urers; Kenneth Howes, Jr., John R. 
White and Laurens MacLure made 
asst. trust officers; and L. J. Webber assistant secretary. 


Boston 
Boston SAFE DE- 
PosIT & TrusT Co. 






Won. M. BEDELL M. M. LAWELLIN 
New York Tulsa 







EBEN W. PYNE 
New York 





Worcester Miss Ann E. Lauris and Lester R. 
WORCESTER COUNTY Thomas advanced to asst. trust offi- 
TrRustT Co. cers. 


MICHIGAN 


Alfred W. Hewitt elected asst. trust 
officer. Hewitt is treasurer and a trus- 
tee of the Grand Rapids Bar Assn. 


Grand Rapids 
MICHIGAN 
NATIONAL BANK 


MINNESOTA 
Minneapolis In the trust department, Lew Wal- 
First NATIONAL lace, Myron H. Powell and Frank B. 
BANK Krause advanced to asst. vice presi- 


dents, while Harvey N. Daniels and 
Einar O. Johnson were elected assistant secretaries. 


Robert E. Conn elected vice president; 
Myron C. Carlson and Thomas R. 
Conners, asst. vice presidents; and 
John R. Montgomery, John W. Pring, 
Robert M. Moore, Harold G. Olson and John D. Rogers, new 
trust department officers. Conn was captured by the Japanese 
in 1942 and was not liberated until 1945. He survived the 
worst of the infamous death march, prison ship sinking and 
prison torture. He was instrumental in the keeping of secret 
records while imprisoned and after his release served at 
various war crime trials. He returned to the trust depart- 
ment in 1945, as a member of the estate analysis division. 


Minneapolis 
NORTHWESTERN 
NATIONAL BANK 






St. Paul Lewis E. Dunn, corporate trust offi- 
FIRST cer, retired on December 31, in con- 
TRUST Co. formity with the bank’s Retirement 


Fund. A graduate of U. of Minne- 


Boston Norman W. Strickland advanced to 
NATIONAL trust officer. 
SHAWMUT BANK 

Boston Howland S. Warren named vice presi- 
OLD COLONY dent and assistant counsel; William 
Trust Co. E. Wellington, asst. vice president; 


ment officer. 


and Austin W.. Holmes, asst. invest- 


sota, Dunn is a past president of the Minnesota Corporate 
Fiduciaries Association. A reception honoring him was held 
by fellow officers, December 23. 


NEW JERSEY 


Boston Robert B. Osgood and Nelson S. Bart- 
STATE STREET lett, Jr., promoted to trust officers; 
TRUST Co. James F. Loughlin and Paul F. Butler 

newly elected asst. trust officers. 

Fall River Warren A. Parmenter to trust officer, 
FALL RIVER succeeding Harold A. Swett who re- 


NATIONAL BANK tired because of illness. 


J. Thoburn Smith resigned as asst. 
trust officer of UNION Trust Co. 
(Springfield) to become trust officer 
at National Mahaiwe Bank. 


Great Barrington 

& Springfield 
NATIONAL 
MAHAIWE BANK 





GEOPGE H. Frick 
New York 


PuHILie J. ENGLERT 
New York 


L. R. BUCKALEW 
New York 





GEORGE MOHRMANN 





Camden John C. Shipley and Walter E. John- 
CAMDEN son became asst. trust officers. 
Trust Co. 

Newark John S. Bacheller and Frank E. Lott 
FIDELITY UNION advanced to vice president-trust offi- 
TRusT Co. cers; William L. Brower made a trust 


officer. Bacheller has been with Fidel- 
ity Union since 1928 shortly after graduating from Princeton 








F. W. KAESTNER 
New York 


H. C. SCHWAB 
New York 





New York 
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U.; Lott started with the bank 33 years ago; Brower, 29 
years ago. 


NEw YorRK 
William F. Finley and William Mc- 
Kinley elected vice presidents; Henry 
J. Cochran, Jr., and Kenneth H. Mc- 
Dowell, trust officers; and C. Russell 
Sigler, asst. trust officer. All are associated with the Pension 
and Personal Trust Department. Finley, who is in charge 
of the Investment Advisory division, came to Bankers Trust 
in 1932. A graduate of Colgate U., he received his B.A. and 
M.B.A. from New York U. McKinley is a graduate of Lehigh 
U. and New York U. and holds the degrees of Bachelor of 
Arts and Doctor of Jurisprudence. He has been with Bankers 
Trust since 1926. 
New York 

BANK OF 

NEW YORK 
New York 

CHASE NATIONAL 

BANK 


New York 
BANKERS 
TrusT Co. 


Alfred T. Allin, formerly a trust offi- 
cer, made a vice president. 


John B. Bridgwood appointed a senior 
vice president. Now executive officer 
of the trust department, Bridgwood 
is a graduate of New York U., and in 
1921 joined Equitable Trust Co. which merged with Chase 
in 1980. 
New York 
CHEMICAL BANK 
& Trust Co. 


Promoted: Arthur J. Meuche to pen- 
sion trust officer; R. W. Sinsabaugh to 
investment trust officer; E. W. Tom- 
linson to personal trust officer; Clinton 
A. Wells to trust officer; Irving White to investment trust 
officer. New appointments: H. J. Heinsohn and J. G. Riddell, 
asst. trust officers. 
New York 

EMPIRE 

TRUST Co. 


John P. Stickeler, who is in charge of 
the bank’s public relations, appointed 
a vice president and also in charge of 
correspondent bank relations. 


New York , 


Among promotions, Joseph D. Dent 
made second vice president in the 
trust department at 5th Avenue office; 
Edwin J. Davis and Neal E. Mc- 

Hargue appointed new assistant secretaries in the trust de- 

partment. 

New York Edmund J. Hall, personal trust-income 
THE HANOVER tax department, elected assistant 
BANK treasurer; William A. Wells of per- 

sonal trust department, assistant sec- 
retary; and the following made asst. vice presidents: LeMoine 

R. Buckalew, Philip J. Englert, George H. Frick, George 

Mohrmann, Russell R. Roetger and Hermann C. Schwab 

(all personal trust), and Frank W. Kaestner (corporate 

trust). 

New York 
MARINE MIDLAND 
Trust Co. 


GUARANTY 
Trust Co. 


William M. Bedell of the corporate 
trust department promoted to vice 
president, and George F. Butterworth 
of the investment division appointed 
assistant secretary. 
New York 

J. P. MORGAN 

& Co. INC. 


Robert J. MacCuaig elected an asst. 
trust officer. 


TRUST OFFICER 


$15,000,000 bank in Colorado College 
town close to mountains and Denver, 
25,000 population, wants Trust Officer 


capable of developing small inactive trust 
department. Excellent opportunity for 
right man. 


Box H-312-8, Trusts and Estates 
50 East 42nd St., New York 17 


January 1954 


IN MEMORIAM 


T. G. BRADEN, executive vice president 
and trust officer of OLD NATIONAL BANK 
of Centralia, Illinois. 


JAMES J. FAGGIANO, assistant vice pres- 
ident of OLD CoLony Trust Co., Boston. 


CHARLES S. PARKER, JR., vice president 
in the investment department of CHEM- 
ICAL BANK & Trust Co., New York. 


New York 
NATIONAL CITY 


Richard S. Perkins, president of City 
Bank Farmers, has been elected vice 
BANK & chairman of the board of National 
City BANK City Bank of which City Bank is the 
FARMERS TRUST Co. trust affiliate. Also at the trust com- 
pany, Eben W. Pyne, formerly a vice 
president of National City, was appointed a vice president 
and assistant to the president. 


NATIONAL CITY BANK announced the formation of a Special 
Industries Group into which will be concentrated supervision 
of the bank’s business in the petroleum, public utility and 
transportation industries, under the direction of J. E. War- 
ren, Bernard T. Stott, Nicholas W. Vancil and Edward B. 
White, appointed vice presidents. Warren, who will head the 
petroleum business, served as president of the Independent 
Petroleum Association of America. Stott will be associated 
with Warren. Vancil will head transportation, and White 
will be in charge of the public utilities. 


New York 
IRVING 
TRUST Co. 


Thomas J. Rohde, member of the New 
York Bar, named asst. secretary in 
the personal trust division. 


New York 
UNITED STATES 
TRUST Co. 


Alfred A. Fraser appointed an asst. 
vice president, Joseph C. Cherry and 
Fred W. Gundersdorf, assistant secre- 
taries in the trust department. Fraser 
joined the Company in 1930, while Cherry has been with the 
investment department the past twenty years and Gun- 
dersdorf with the corporate trust and transfer departments 
since 1928. “ 


Rochester Arthur S. Carruthers elected a vice 
LINCOLN ROCHESTER president. Formerly with the trust 
Trust Co. department, he will assume new 

duties in commercial banking in asso- 
ciation with the customer relations department. 


E. James Hickey appointed an asst. 
trust officer. 


Rochester 
UNION 
TRUST Co. 


OKLAHOMA 


M. M. Lawellin advanced from trust 

officer to vice president; G. O. Bayless, 

Jr., and Charles B. Neal from asst. 
trust officers to trust officers; and O. 
R. Livesay and Jean R. Jackson named asst. trust officers. 
Bayless is president of ‘Oklahoma Trust Companies Asso- 
ciation. 


Tulsa 
FIRST 
NATIONAL BANK 


PENNSYLVANIA 


Philadelphia 
FIDELITY-PHILA. 
Trust Co. 


James H. Gay elected asst. vice presi- 
dent in the new business development 
department; Russell C. Burkholder, 
trust investment officer; Parker Waite 
and William Warner, assistant secretaries in the estate plan- 
ning department. 


CAN YOU SELL — 


Trust Services? There’s a position for you 
in a moderate-size New England bank — 
if (1) you are 30-40 years old, (2) have a 
record you are proud of in producing 
business in your present position, (3) 
want to enjoy the pleasant, low-pressure 
living in one of New England’s finest 
communities. Salary will be fair by any 
standards — and in line with ability. 

Box H-41-1, Trusts and Estates 

50 East 42nd St., New York 17 








Pittsburgh 
PEOPLES FIRST 
NATL. BANK & 
Trust Co. 






ment. 











SoutTH CAROLINA 





Charleston 
CITIZENS & SouTH- 
ERN NATL. BANK 






trust officer. 







1951 after serving in the Navy, 







SoutH DAKOTA 





Sioux Falls 
NORTHWEST SECUR- 
ITY NATIONAL BANK 
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THE NATIONAL CITY 
BANK of Cleveland 


(i045) 623 Euclid Ave. 


Member Federal Deposit insurance Corporation 










Donald Allston, Jr., promoted to asst. 
A graduate of U. of 
South Carolina Law School, he be- 
came associated with the bank in 


Charles D. Gregg promoted to asst. 
vice president and trust officer. 








Samuel H. Allen, J. Judson Brooks 
and J. Lawrence Turner elected asst. 
vice presidents of the trust depart- 


San Antonio 


BANK 


San Antonio 


NATIONAL BANK 


OF COMMERCE 


Toronto, Ont. 


Groos NATIONAL 


TEXAS 


John Herff Krueger promoted to trust 
officer. 





William H. Webster given the title 
of asst. cashier and asst. trust officer. 


CANADA 


O. E. Manning, until recently in 


CANADA PERMANENT charge of business development and 


Trust Co. 


Ontario. 


TRUST 
EMPLOYMENT EXCHANGE 





Banks seeking trust executives, and 
personnel desiring new opportunities 
are invited to make free use of this 
column, addressing correspondence 
to Trusts and Estates, 50 East 42nd 
St., New York 17, N. Y., attention 
Emplcyment Exchange and code 
number. 


New England trust department seeks 
new business man. See ad H-41-1 on 
page 59. 


Colorado bank wants trust officer to 
develop department. See ad H-312-8 on 
page 59. 


Trustman, age 31, member of Florida 
Bar, with three years experience in trust 
administration, federal taxation and new 
business, lately with large western bank, 
is available for trust position with ag- 
gressive Florida bank. 312-1 


Trust officer, 39, experience in trust ad- 
ministration, operations, taxes, invest- 
ments, and customer contacts, desires 
connection with progressive bank offer- 
ing advancement prospects. 312-2 


Security analyst, with several years 
experience in investment firm and ac- 
counting knowledge, seeks position as 
analyst or assistant to trust officer. 
312-3 


Former practicing attorney and public 
official supervising estates and trusts 
wants position as trust officer. 312-4 


Portfolio analyst, 29, six years re- 
sponsible experience, seeks position in 
training for investment counsel or ad- 
visory service of bank. 312-5 


Assistant trust officer, attorney, 35, 
thoroughly experienced all phases of 
trust and estate administration including 
taxation and estate planning, seeks posi- 
tion as head of medium sized trust de- 
partment. 312-7 





advertising of the Canada Permanent, 
appointed managing director of the 


Bahamas General Trust Co. with offices at Nassau. He is a 
former president of the Trust Companies Association of 









MERGERS & NEW TRUST 
POWERS 


Wilmington, Del.—Directors of Equt- 
TABLE SECURITY TRUST Co. and the First 
NATIONAL BANK of Dover agreed to 
merge, subject to necessary regulatory 
approval. 


Jackson, Miss.—As of December 31 
DEPOSIT GUARANTY BANK & Trust Co. 
absorbed the COMMERCIAL BANK & TRUST 
Co. in that city. Ernest J. Barber was 
appointed trust officer, and Lowell F. 
Stephens an asst. trust officer in the 
merged institution. 


Shelby, N. C.—Trust powers have been 
granted to First NATIONAL BANK under 
the Federal Reserve Act. 


Philadelphia, Pa.—On January 19th, 
shareholders of PHILADELPHIA NATIONAL 
BANK will vote on the proposed merger 
with CHESTER-CAMBRIDGE BANK & TRUST 
Co. of Chester and the MONTGOMERY Na- 
TIONAL BANK of Norristown. 


Columbia, S. C. — First NATIONAL 
BANK of South Carolina has been grant- 
ed trust powers under the Federal Re- 
serve Act. 


Amarillo, Texas—AMARILLO NATIONAL 
BANK received trust powers under the 
Federal Reserve Act. 


A A A 


Callahan Heads California 
Trust Group 


The Associated 
Trust Companies 
of Central Califor- 
- nia has elected A. 

_ J. Callahan, trust 

officer of Wells 
-. Fargo Bank & Un- 
- ion Trust Co.; as 
president; as vice 
president R. R. Zel- 
lick, vice president 
of Anglo California National Bank, San 
Francisco; and as secretary-treasurer B. 
L. Ottoboni, asst. vice president of 





A. J. CALLAHAN 


Crocker First National Bank. 


TRUSTS AND ESTATES 
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Trust Company Liquidates — 
Retains Goodwill 


When the Wheeler Kelley Hagny Trust 
Co. of Wichita, Kan., now in process of 
liquidation, decided to give up its trust 
business, it consulted with the interested 
parties of every trust (the grantor or 
adult beneficiaries), and in each case 
turned over the trust assets to the suc- 
cessor trustee without any delay of in- 
come payments to beneficiaries, and with- 
out any cost to the persons concerned. 


The process has taken some seven years 
to complete, according to vice president 
Walter R. Burdge. The Company had en- 
tered the trust field in 1926 when few 
institutions in its area were in a position 
to offer. competent trust service. Most of 
the Company’s business, however, re- 
mained connected more directly with an 
insurance agency, with real estate mort- 
gages and property management. Conse- 
quently after a number of Wichita banks 
had developed a rather complete trust 
service, Wheeler Kelly Hagny decided to 
withdraw from the fiduciary field. 


Some instruments provided that a suc- 
cessor trustee should be chosen by the 
grantor or the adult beneficiaries, some 
stipulated that the district court should 
appoint, and some were silent. In every 
case the interested parties were notified 
of the Company’s resignation and were 
consulted regarding their wishes. In 
every case the court followed the sugges- 
tion of the interested parties. Some of 
the trusts made no requirement that the 
successor trustee be a corporate institu- 


tion, and in a few cases — probably not 
more than 10% of the trusts — indi- 
vidual trustees were appointed. Practical- 
ly all of the other trusts went to one or 
another of four institutions. 


Any expense incidental to the liquida- 
tion of this business was borne by the 
Company and not by the individual 
trusts. The full cooperation given to each 
successor trustee avoided any change in 
the trust itself, or any delay in the pay- 
ment of income to beneficiaries, and the 
close contact maintained with grantors 
and beneficiaries left everyone completely 
satisfied with the transfer. 


An Ao 
William A. Irwin Retires 


William A. Irwin, former national edu- 
cational director of the American Insti- 
tute of Banking and for the past decade 
economist of the American Bankers As- 
socation, retired on December 31 under 
the Association’s retirement system. 


“Doctor Bill,” a Scot, was born in Ire- 
land, raised in Scotland, educated in 
Canada where he received his Bachelor’s 
and Master’s degrees from Queen’s Uni- 
versity. While at Washburn University 
in Topeka, Kansas, where he headed the 
economics department for sixteen years, 
he studied law and earned his LL.B. 
Washburn called him back in 1940 to be- 
stow upon him the honorary degree of 
LL.D. Rutgers University gave him an 
honorary degree of Doctor of Letters 
in 1950. 


On November 1, 1937, Dr. Irwin joined 
the staff of the American Institute of 





Christmas activities at Harris Trust and Savings Bank, Chicago, included tea for all members 
of the staff, directors and retired employees, and the annual Christmas Eve concert of 
the Harris Trust mixed chorus, shown in the inset. 





Banking as assistant educational direc- 
tor. Three years later, he succeeded Dr. 
Harold Stonier as national educational 
director, a post he held until the end of 
1947. 


From 1938 he has served as assistant 
and associate director of The Graduate 
School of Banking. Since 1944 he has 
also been economist of the American 
Bankers Association and secretary of the 
Association’s Economic Policy Commis- 
sion. 

. 3s 

A. L. Shield, vice president and trust 
officer, First National Bank, Newport 
News, has been elected chairman of the 
Committee on Trusts, Virginia Bankers 
Association. 














First Choice for 
Trust Service 
in Missouri 


The St. Louis Union Trust 
Company engages only in the 
trust business. It does no bank- 
ing business. It accepts no depos- 
its subject to check, It is the 
largest stockholder of the First 
National Bank in St. Louis, 
with which it is affiliated. It is 
the oldest trust company in 
Missouri. 


It administers a large volume of 
trust business and operates on 
the efficient ‘‘staff and line’”’ 
plan. Every estate and trust re- 
ceives the personal attention of 
the administrative or “line” 
officer to whom it is assigned. 
These officers are backed up by 
staff departments, such as our 
investment analysis and re- 
search departments, two separate 
tax departments, real estate de- 
partment, close corporation 
department, etc. 


We suggest consideration of our 
Company for ancillary service 
in Missouri or where recommen- 
dations are to be made to people 
moving from other states to 
Missouri. 


“Trust Service Exclusively” 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 




















CURRENT LITERATURE NOTES 


Books 


Selling Business Insurance 


EDWARD J. MINTZ, C.L.U., LL.B. Prentice- 

Hall, Inc., New York 11. 244 pp. $3.95. 

A successful underwriter presents here 
in easily comprehended style a great 
many suggestions on how to develop the 
largely untapped market for business 
insurance. Beginning with the need, the 
well known author goes into the selec- 
tion of the market and the approach. 
Having analyzed the problem and deter- 
mined its solution, the underwriter then 
presents the plan and closes the case, 
remembering the importance of future 
service and review of the plan. 


In describing typical partnership, stock 
purchase and stock retirement plans — 
with variations — Mr. Mintz sprinkles 
the discussion with successful personal 
experiences. The final chapter lists the 
most common objections raised by pros- 
pects and the answers found most effec- 
tive by the author. 


This in short should prove to be an 
extremely valuable manual to the under- 
writer seeking to extend his business 
insurance sales. It should also prove use- 
ful to attorneys not only for the selected 
forms but for an insight into the rami- 
fications of this increasingly important 
dispositive device. 


Pensions and Profit Sharing 


GEORGE B. BUCH, Jr. et al. Bureau of Na- 
tional Affairs, Washington 7, D. C. 272 pp. 
$5.75. 

Co-authored by seven well known ex- 
perts and the publisher’s editorial staff, 
this volume is designed primarily to ex- 
plain for the layman the questions of 
greatest concern in the development and 
administration of a pension or profit 
sharing plan. George B. Buck, Jr., actu- 
ary, describes the features of current 
pension plans — structure, coverage, 
benefits, contributions, etc. In the second 
chapter, attorney Herman C. Biegel dis- 
cusses the tax and legal aspects of pen- 
sion plans, including conditions for quali- 
cation for exemption and suspension or 
termination of the plan. Another actuary, 
John B. St. John, compares the various 
methods of financing a pension plan, 
graphically highlighted by a tabular 
analysis. 


A third actuary, William W. Fellers, 
deals with pension costs and the factors 
affecting them. Attorney Fleming Bomar 
takes up deferred profit-sharing plans, 
discussing their pros and cons as a 
medium for retirement income and sug- 
gestions for designing a plan. The ad- 
ministration of pension plans, including 
such matters as contacts with the em- 
ployees and with unions, is covered by 
A. D. Marshall of General Electric. The 
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human relations phases of pension plan- 
ning are explored by Austin M. Fisher, 
dealing with such matters as “selling” 
the plan to the employees and preparing 
them for retirement. 

The remaining chapter of this useful 
manual, written by the publisher’s staff, 
concerns the highly important subject 
of bargaining on pensions. It reviews ex- 
isting patterns and current issues. 


Investment Management 


HARRY C. SAUVAIN, Prentice-Hall, 
New York City. 488 pp. $7.65. 


Inc., 


This is a textbook written in under- 
standable terms for beginners. But it 
can be useful to experienced investment 
men as well, particularly to those who are 
concerned with explaining investment 
policies, practices and procedures to new 
and so-called small investors. 


The author considers the over-all prob- 
lem for formulating investment policy, 
not only for individuals but for invest- 
ing institutions. He explains the char- 
acteristics of securities, tells how they 
are evaluated in the market, describes 
the structure of security yields and pol- 
icies in construction of the portfolio. A 
good part of the book is devoted to a 
description of the risk characteristics 
and non-risk factors that usually must 
be considered in investment manage- 
ment. 


Public Accountability of Foundations 
and Charitable Trusts 


ELEANOR K. TAYLOR. Russell Sage Foun- 
dation, New York 22. 231 pp. $3.00. 


At its 1953 meeting in Boston, the 
American Bar Association’s Section of 
Real Property, Probate and Trust Law 
heard an excellent paper on the topic 
by James O. Wynn of New York (see 
Oct. T&E, p. 762). The Congressional 
Committee on Foundations is presently 
engaged in research preliminary to a re- 
port sometime next year. Hence this vol- 
ume is especially timely. It is believed to 
be the first comprehensive study of Fed- 
eral and State provisions — largely non- 
existent — governing the reporting and 
reviewing of activities of foundations and 
charitable trusts. 


After examining a number of pro- 
posals, the authoress suggests a program 
of reasonable accountability on the part 
of these organizations but at the same 
time rejects any notion of governmental 
restriction or censorship. Rather the dis- 
charge of the obligation to account makes 
government, in her view, responsible for 
protecting their freedom. 


Tax Planning for Foundations and 
Charitable Giving 
WILLIAM J. CASEY, J. K. LASSER and 


WALTER LORD. Published by Business Re- 
ports, Inc., Roslyn, L. I., N. Y. 236 pp. $12.50. 


Planning with a family foundation is 
necessary for many smaller businessmen 
doing business on a local or regional 
basis, if their businesses are to remain 
in family control. For the company or 
individual wishing to capitalize on tax 
concessions, the study stresses that the 
first job is to make sure that the foun- 
dation is worth its after-tax cost to the 
donor. Once satisfied that the foundation 
has a valid function, the next job is to 
figure how the foundation’s tax saving 
features can best be used to minimize the 
donor’s tax load, while still achieving 
a charitable purpose. The study points 
up numerous possibilities. 


The Study points out that individuals 
get special tax benefits from a founda- 
tion in estate planning. It also analyzes 
non-tax advantages. 


The Study explains how to make sure 
a donor gets his deduction; analyzes the 
legal questions of corporate giving; dis- 
cusses when and how a contribution 
might might be properly designated a 
business expense, thus avoiding the 
Treasury’s ceiling on charitable gifts; ex- 
plains the savings achieved by giving 
property instead of money; analyzes the 
tax advantages of each of the main 
types of giving available — life insur- 
ance, annuities, etc. It has an appendix 
which shows foundation charters, chari- 
table trust instruments, how to get 
Treasury approval of tax exemptions and 
other practical phases of this subject. 


ARTICLES 


Tax Effects of Sales of Life Interests 
in Trusts 

WILLIAM T. PLUMB, Jr. Tax Law Review, 

November 1953 (40 Washington Sq. So., New 

York 3; $2). 

A fairly recent Federal District Court 
decision permitted the remainderman of 
a trust who had purchased the life ten- 
ant’s interest to write off his cash outlay 
over the beneficiary’s life, despite the 
fact that as a result of the transaction 
he then owned the fee outright. The 
enthusiastic comments in various publi- 
cations have, according to this author, 
overlooked the most startling aspect of 
the decision; namely, the life tenant may 
have only a negligible amount of taxable 
gain or in fact a deductible loss. The arti- 
cle proceeds, in dialogue style, to develop 
the ramifications of these possibilities and 
the need for Congressional study. 


Non-Commercial Annuities and the 
Federal Gift and Estate Taxes 


GEORGE H. DECARION. Ibid. 


Defining a non-commercial annuity as 
a contract in which the obligor is 4 
person not in the business of writing 
annuities, the author discusses the gift 
and estate tax consequences of transfer 
of property in return for a promise to 
pay an annuity. Although such trans- 
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actions have been notably successful tax- 
wise, he cautions against their indis- 
eriminate use because of some still un- 
resolved or imponderable questions. 


Ademption by Extinction: The 
Form and Substance Test 
Note, Virginia Law Review, December 1953 
(Clark Memorial Hall, Charlottesville; $1.25) 
Under the doctrine of ademption by 
extinction, a testator can revoke a specific 
devise or bequest by removing the proper- 
ty from his estate. The important ques- 
tion is whether the specific thing is still 
in existence. The “form and substance” 
test has been evolved by the courts to 
determine whether the real thing still 
exists behind a mere change of name or 
form. If there has been merely a formal 
change, there is no ademption. The an- 
swer seems to depend on the interpreta- 
tion which the court gives to the original 
legacy. This note examines the situations 
which have led to one conclusion or the 
other. Notwithstanding a _ substantial 
change in the thing bequeathed, a court 
may still find only a formal change by 
applying the “fund interpretation;” that 
is, that the testator intended to give the 
value of the item and not the item itself. 
Because harsh results have been oc- 
casioned under the existing approach, the 
author suggests extension of the fund 
interpretation to bequests of other than 
bank deposits and monetary legacies. The 
most effective solution, however, lies in 
careful draftsmanship. 


Is the Rule against 
Doomed? 


LEWIS M. SIMES. Michigan Law Review, 
December 1953 (Ann Arbor; $1) 


Perpetuities 


There appears to be an expanding in- 
terest in the ancient but amazingly vital 
rule against perpetuities. Six states since 
1930 have abandoned their statutory sub- 
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stitutes and returned to the common law 
rule, but there is evidence now of a 
counter current veering away from the 
traditional rule. Indentified as the “wait 
and see doctrine,” this new concept — 
espoused in articles by Professor Leach 
of Harvard — would permit the deter- 
mination of the validity of a contingent 
future interest to be made as of the time 
when the contingency occurs. 

Contending that the two recent cases 
which seem to support the new theory 
could have reached the same conclusion 
on orthodox grounds, and that the Penn- 
sylvania statute apparently embodying 
the doctrine remains to be interpreted, 
Professor Simes strongly condemns the 
proposal in its unqualified form. If gener- 
ally adopted, he believes the common law 
rule will cease to exist in anything like 
its present form, and property will be 
tied up more frequently and for longer 
periods, an undesirable policy in the 
author’s view. 

The evils pointed out by Professor 
Leach and others are fully recognized 
by Professor Simes who suggests as a 
possible alternative specific legislation to 
deal with the perennial problems like the 
unborn widow, the fertile octogenarian 
and the administrative contingency. He 
endorses the idea of applying the cy pres 
doctrine to private trusts to permit the 
court to remold them when future inter- 
ests are invalid. If these reforms are con- 
sidered insufficient, a new restrictive rule 
might be considered from an entirely 
fresh approach, before adopting the “wait 
and see” doctrine. 


Resignation of a Trustee 


Note, New York University Law Review, 
November 1953 (40 Washington Sq. So., New 
York 3; $2). 


There are three methods whereby a 
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trustee may resign: by permission of the 
court, consent of all the beneficiaries, or 
in accordance with terms of the trust. 
Under the first, the court exercises wide 
discretion. The second presents problems 
where some of the beneficiaries are not 
sui juris. With the third, strict compli- 
ance with the procedure prescribed in the 
instrument is essential. In remarking 
that the settlors of trusts who desire 
stable and continuous management can 
take comfort in the fact that a corporate 
fiduciary may find it difficult to resign, 
the note writer observes that trust in- 
stitutions rarely seek resignation in 
court, probably because prior estate plan- 
ning conferences have given them a good 
picture of the obligations assumed. 


OTHER ARTICLES 


Advancements: II, by Harold I. El- 
bert: Michigan Law Review, Dec. 1953 
(Ann Arbor; $1) 


Personal Liability of Executors and 
Trustees for Federal Income, Estate and 
Gift Taxes, by John H. Alexander: Tax 
Law Review, Nov. 1953 (40 Washington 
Sq. So., New York 3; $2) 

Revocation of Wills in Pennsylvania, 
by A. J. White Hutton: Dickinson Law 
Review, Oct. 1953 (Carlisle, Pa.; $2) 

Work of Missouri Supreme Court for 
1952 in Wills, Trusts and Administra- 
tion, by George W. Simpkins: Missouri 
Law Review, Nov. 1953 (Columbia; $1) 





“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 
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Attorneys’ Fees 


(Continued from page 14) 


sales before he makes the one and he 
doesn’t get paid for the work he did on 
the prospects who didn’t buy. Many 
salesmen in other lines receive commis- 
sions on their sales at a rate higher than 
the probate fee percentages, but the 
same objection to a comparison is pres- 
ent. 


The services performed by an execu- 
tor or administrator, although differ- 
ing considerably from those rendered 
by his attorney, are, perhaps, suffici- 
ently related to justify the suggestion 
that the attorney’s fee should be approx- 
imately the same as those paid to the 
fiduciary. In fact, in the Statutory States 
the compensation of each is the same. 

In seven of the State Bar States the 
executors’ and administrators’ fees are 
statutory, and the recommended attor- 
neys’ fees schedule is slightly higher 
than the statutory schedule for fiduci- 
aries in five of these states, and the 
same in two of them. Further, a check 
of the statutory compensation in the 
other states where such statutes exist 
reveals that in the great majority of 
them the compensation allowed is more 
than 2°% on the excess over $50,000, the 
average being almost 214%. Some of 
these, however, limit the percentage to 
the value of the personal property and 
allow “reasonable” compensation with 
respect to real property administered 
upon. 


Perhaps the most reliable clue to what 
is reasonable is to ascertain, to the best 
of our ability to do so, the average of 
the attorneys’ fees customarily allowed 
in the several states, because it repre- 
sents a composite of the thinking of 
the lawyers, judges and legislators. Ob- 
viously, it is not possible to give an ac- 
curate average because it is not feasible 
to obtain usable figures from all sections 
of each state. The best figure we can get 
is by averaging the results based on the 
statutes, the various state bar and local 
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bar recommendations received, and the 
figures based on custom submitted from 
states where there are few, if any, local 
bar schedules. Such an average will 
represent a cross-section of the ideas of 
a large number of interested people 
over the United States. The average thus 
obtained results in the following fees 
payable in our five hypothetical estates 
(the results are quite similar to the 
average noted above for the state bar 
schedules) : 


Estate Value Fee 
40,000 1,450 
100,000 $8,124 
250,000 6,774 
500,000 13,000 
1,000,000 25,200 


The percentage schedule which would 
most nearly yield these figures is: 
7% on the first $1,000 
5% on the next $4,000 
4% on the next $10,000 


3% on the next $60,000 
212% on the balance over $75,000 


It is submitted that this schedule 
would provide fair compensation for a 
probate attorney in any part of the 


United States. 
a 2S & 


Improving Probate Procedure 


Five suggestions for furthering the 
administration of justice through the 
probate courts were offered by Cumber- 
land County Probate Judge Nathaniel M. 
Haskell before the recent annual meet- 
ing of the Maine Corporate Fiduciaries 
Association. Speaking of the local situa- 
tion, Judge Haskell listed these points: 


1. Revision of probate forms 
2. Revision of rules of Probate Court 


3. Consideration of desirability of an 
analysis of all. probate statutes 


4. Formation of a Probate Council 
5. Need for a new Probate Manual. 


A A A 


Trustmen Take Tax Course 


A six weeks course on Estate and Gift 
Taxes was sponsored recently by the 
Bergen County (N.J.) Corporate Fidu- 
ciaries Association, with trustmen, at- 
torneys and insurance underwriters in 
attendance. The course, conducted by 
Ralph Wallace, Vice-President of Ken- 
nedy-Sinclaire, Inc., consisted of the 
fundamentals of estate and gift taxes, 
the study of the marital deduction, 
power of appointment features of the 
present tax laws, and methods of saving 
taxes in planning estates. The meetings 
were held at the Rutherford National 
Bank. 
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INCOME TAX 


Payments by surviving partner to 
estate of deceased partner considered 
distributive share of profits on liquid- 
ation. Taxpayer and deceased partner 
operated engineering firm where neither 
capital nor goodwill was material in- 
come producing factor. Pursuant to 
partnership agreement, taxpayer, upon 
death of partner, completed contracts 
then in existence in partnership name 
and paid over proportionate share of 
profits to estate of partner. Commis- 
sioner assessed deficiency, contending 
that taxpayer should have reported en- 
tire operating income and not one-half, 
since payments were the purchase price 
of deceased partner’s interest. 


HELD: Taxpayer sustained. Payments 
considered distribution of partnership 
earnings in liquidation and not purchase 
of deceased partner’s interest. Under 
local law, death of partner does not 
terminate partnership but it continues 
until affairs are wound up. Analysis of 
partnership agreement supports conclu- 
sion that this was to be the case rather 
than a purchase by surviving partner of 
deceased partner’s interest. Partnership 
books were continued for all contracts 
in existence and new books were set up 
for contracts entered into after dece- 
dent’s death. Nathan Thomas Veatch, 
T.C. Memo Op., Nov. 30, 1953. 


Trust beneficiary entitled to deduction 
for depreciation on trust property but 
cannot carry-over or carry-back trust’s 
net operating losses. Taxpayer was sole 
income beneficiary of trust of improved 
real estate. After deduction of depreci- 
ation on a fiduciary return, trust had net 
operating losses for year 1941, 1942 and 
1944 which it used to diminish distribut- 
able income for 1943 and 1945. Benefici- 
ary, in personal return, deducted net 
operating loss carry-over and carry-back 
and claimed refund for overpayment of 
taxes, 


HELD: Refund denied. Unless other- 
wise provided in trust, depreciation de- 
ductions are apportioned between bene- 
ficiaries and trustee on basis of income 
allocable to each. Since beneficiary re- 
ceived entire income she was entitled to 
deduct depreciation on personal return. 
Fact that fiduciary return provides for 
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deduction of depreciation is not in con- 
flict since net taxable income to bene- 
ficiary is the same. Thus, trust is not en- 
titled to net operating loss based on 
depreciation deduction. Even if there 
were net operating losses before depre- 
ciation, beneficiary cannot take advan- 
tage of losses. Trust and beneficiary are 
separate entities. Trust may carry-back 
or carry-over such losses as to income 
allocable to trust, but where income is 
distributable to beneficiaries losses cannot 
be carried over to other years. In such 
case the loss must be charged against 
corpus. Kearney v. U. S., D.C., 8.D.N.Y., 
Dec. 3, 1953. 


Trust for child not considered valid 
partner but entitled to one-third of 
profits for use of trust property in 
business. Taxpayer and wife conveyed 
to themselves, as trustees for minor 
child, one-third interest in real estate 
being operated as hotel. Tax Court held 
that trust was not bona fide partner in 
hotel business for tax purposes. Entire 
business income’ was taxable to husband 
and wife individually. 


HELD: Reversed. There was no under- 
standing or definite agreement that trust 
should be a partner in operations. Tax 
Court was correct in finding that no 
partnership existed as to trust. However, 
trust should have been taxed on income 
attributable to its one-third interest in 
properties. Trust’s right to income can 
be based either on theory that payment 
to trust represented reasonable rental 
value of trust property or on the theory 
that such payment should be treated as 
income from operation of property. 
Case remanded for allocation of income 
based upon use of trust’s one-third in- 
terest. Wofford v. Comm., 5th Cir., Nov. 
18, 1953. 


Delivery of negotiable demand note 
constitutes payment to employees’ trust. 
Instead of making cash contribution to 
employees’ trust, taxpayers delivered 
demand notes to trustees. Reason stated 
was that trustees wanted to lend funds 
to employers at interest until investment 
in favorable securities could be made. 
Notes were paid in full during following 
year but not within 60 days after close 
of taxable year. Under Sec. 23(p) (1) (E) 
of Code, no deduction may be taken for 


pension trust contribution unless actual 
payment is made within 60-day period 
following close of taxable year. Tax 
Court sustained Commissioner’s disal- 
lowance of deduction, holding that de- 
livery of negotiable demand note did 
not satisfy 60-day payment rule. 


HELD: Reversed. Sec. 23(p) of Code 
does not require payment in cash. In 
previous case payment by check to em- 
ployees’ trust satisfied the statutory re- 
quirements. Court of Appeals here finds 
no substantive difference between check 
and negotiable demand note payable at 
bank. Decision does not contradict pur- 
pose of statute since Regulations pro- 
vide that, trust may invest in employer 
company. In determining amount of con- 
tribution, however, employer’s solvency is 
material in valuation of note. Case re- 
manded as to one taxpayer to ascertain 
value of note where solvency was in 
issue. Sachs v. Comm., 3d. Cir., Nov. 17, 
1953. 


Loss on sale of real estate denied 
beneficiaries where legal title remained 
in trustee. Decedent created trust of 
real estate for 20 years. Sole purpose 
of trust was to dispose of property for 
best interests of beneficiaries without 
being hampered by numerous legal own- 
ers. Trust was to terminate automatic- 
ally before 20-year period if property 
was transferred to a corporation, sold or 
leased for period longer than 20 years. 
Real estate was sold by trustees and 
substantial loss realized. Beneficiaries 
sued for refund based on proportionate 
share of loss realized. 

HELD: Refund denied. District Court 
found valid trust created for limited 
purposes stated. Legal title to property 
vested in trustees and trust estate was 
entity which sustained loss on sale. At 
decedent’s death beneficiaries had no 
interest in any specific property but only 
in the property finally distributed. Gam- 
ble v. U. S., D.C., E.D. Mo., Sept. 18, 
1953. 


ESTATE TAX 


Refund granted pursuant to Technical 
Changes Act of 1949. Decedent and three 
brothers created trust for fifth brother, 
his wife and son during their respective 
lives. Trust provided that upon death of 
son principal to pass to his issue. If no 
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issue survived, principal reverted to 
grantors. Decedent died in November, 
1939, and his share of trust was included 
in gross estate as transfer to take effect 
in possession and enjoyment at or after 
decedent’s death. Technical Changes Act 
of 1949 provided that transfers prior to 
October 8, 1949, where reversionary in- 
terests were retained, would be taxable 
only if value of reversion prior to death 
exceeded 5% of value of property. Pro- 
vision was made allowing refunds of 
taxes paid for barred years on transfers 
not taxable under the amendment. Exec- 
utors filed claim for refund under this 
relief provision and, upon disallowance, 
filed suit in Court of Claims. 


HELD: Refund allowed. Government 
based denial of refund on contention that 
relief provisions of 1949 Amendment 
were not applicable and refund was 
otherwise barred by statute of limita- 
tions. Since beneficiaries obtained imme- 
diate enjoyment, transfer was not one 
taking effect at death, and tax was 
erroneously collected. Commissioner con- 
tended, however, that relief provisions 
of 1949 Act only apply to cases where 
tax was properly collected under law 
previously in effect. Court held that pur- 
pose of 1949 Amendment was to give 
relief to all taxpayers unfairly taxed 
under construction of Sec. 811(c) prior 
to 1949 and not just to transfers taking 
effect in possession at or after death. 
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Guggenheim v. U. S., Ct. Cls., Dee. 1, 
1953. 


Estimated selling costs not considered 
in valuing closed corporation shares — 
Gifts of stock held not in contemplation 
of death. Executors of decedent valued 
400 shares of closed corporation stock 
at $149 per share. Commissioner assessed 
deficiency contending that $175 was rea- 
sonable valuation and also that 1935 
gifts of 880 shares were made by dece- 
dent to his family in contemplation of 
death. In suit for refund parties stipula- 
ted that $175 per share was fair market 
value of stock and that selling costs 
would equal $26 per share. 


HELD: District Court accepted stipu- 
lated value of $175 per share as fair 
market value. It refused, however, to 
allow any reduction of this value for 
selling costs, stating that such cost was 
much too high. Moreover, even if such 
costs were reasonable, no allowance 
would be made, since corporation was 
closely held and it was unlikely that 
stock would be sold in open market. 
Regulations do not specify that such 
costs are deductible in ascertaining value 
of shares. 


Court found that gift of 880 shares 
was not made in contemplation of death, 
even though decedent had stated in gift 
tax return that nature of gift was “to 
avoid future inheritance taxes.” Court 
was not bound by statement since taxa- 
bility is based on dominant motives. 
After analysis of entire factual back- 
ground including age, health, financial 
position, personal wishes, Court con- 
cluded that dominant motive was to con- 
tinue family in corporate business and 
induce son to take active interest. Est. of 
Campbell v. Kavanaugh, D.C., E.D. Mich. 
Sept. 15, 1953. 


Par value of Series ‘G’ United States 
Savings Bonds, and not redemption value, 
included in gross esiate. At death, de- 
cedent owned two $1,000 Series ‘G’ 
bonds. She was also joint owner of an 
additional $64,800 face value ‘G’ bonds. 


1894-1954 


Member Federal Reserve System and Federal Deposit Insurance Corporation 


The bonds were included in Federal es- 
tate tax return at their redemption value 
at death, $63,640.40. Commissioner as- 
serted deficiency, claiming ‘G’ bonds 
should be valued at par. 


HELD: Commissioner sustained. 
Bonds could only be purchased at par; 
the right to redeem prior to maturity is 
only one of the incidents of ownership. 
To base value upon this feature would 
ignore all other investment features. 
Decedent had more than the right to 
redeem and value was the price paid 
for bonds, or par. Estate of Mary Gowdy, 
21 T.C. No. 26, Nov. 18, 1953. 


Deduction allowed for bequest of re- 
mainder interest to employee’s retire- 
ment and welfare fund. Decedent, who 
died in 1947, bequeathed a portion of 
his estate in trust for his wife. During 
her life she will receive entire income 
of trust. In addition trustees were au- 
thorized to invade principal if necessary 
for wife’s maintenance “in the manner 
to which she is accustomed.” Decedent 
further provided that trust shall termi- 
nate upon wife’s death and remainder 
shall be paid over to directors of named 
corporation to be used as a Retirement 
and/or Welfare Fund for employees. 
Commissioner denied deduction for value 
of remainder interest passing to charity. 


HELD: Deduction allowed. Evidence 
indicates that no invasions of principal 
will be needed for wife’s maintenance. 
Therefore, value of remainder interest 
can be computed. Based upon prior cases, 
Retirement or Welfare Fund was ex- 
clusively charitable purpose’ within 
meaning of Code Sec. 812(d). Est. of 
L. O. Carlson, 21 T.C. No. 34, Nov. 24, 
1953. 


REVENUE RULINGS 


Taxability of installment obligations 
on death of co-owners. Pursuant to Sec. 
44(d) of Code, gain on installment obli- 
gation must be reported in full in dece- 
dent’s final tax return unless a bond is 
filed to guarantee payment of tax over 
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installment period. However, where hus- 
band and wife sell property owned as 
joint tenants and receive installment 
obligation which is also held by them 
as joint tenants, no gain is reported in 
last return of husband upon his death, 
and no bond need be filed by wife. In 
such case each spouse is considered as 
owning entire estate. Upon death, inter- 
est of deceased spouse merely ceases and 
no interest in installment obligation 
passes to surviving spouse. For purposes 
of Code Sec. 44(d), surviving spouse 
must report entire gain as obligation is 
paid, since she is sole owner of property. 
This rule will only apply, however, where 
property is received by virtue of sur- 
vivorship rights. 

Mere reporting of installment gain 
on joint return where property is owned 
by husband alone does not create sur- 
vivorship interest in wife. Usual rule will 
be applied in such cases and entire gain 
must be reported in last tax return of 
husband unless bond is filed. 


Where wife owns one-half interest in 
installment obligation by reason of com- 
munity property laws, upon husband’s 
death she continues to report gain on 
her one-half interest, but rule of Sec. 
44(d) applies to gain on husband’s inter- 
est. Rev. Rul. 267, I.R.B. 1953-24 p. 9. 


Estate Tax: Transfer not completed 
until power to revoke relinquished. Dece- 
dent created revocable trusts in 1926 
reserving right to income for life. In 
1932 he relinquished all right to alter, 
modify or revoke trusts. Transfers with 
reserved life estates made prior to 1931 
are not includible in gross estate. Trans- 
fer here is considered to have been made 
in 1932 when grantor relinquished power 
to alter, modify or revoke trust. Because 
of powers retained by grantor no real 
transfer was made on creation of trust. 
Rev. Rul. 277, I.R.B. 1953-25, p. 31. 


Estate Tax: Power of appointment not 
created in beneficiary of insurance policy 
until insured died and relinquished own- 
ership of policy. Husband died in 1950. 
His wife had been named beneficiary of 
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insurance on his life. Proceeds were pay- 
able in installments and wife was given 
right of surrender or withdrawal. Upon 
wife’s death balance of proceeds re- 
maining became payable to children. 
During his life, husband had retained 
right to surrender policy or change bene- 
ficiary. 

Wife died without exercising power to 
withdraw proceds, considered a general 
power of appointment. Under Sec. 811(f) 
if power is created prior to October 22, 
1942, and unexercised, proceeds of in- 
surance are not includible in wife’s estate. 
Here although wife was designated bene- 
ficiary before 1942, power was not cre- 
ated until insured died in 1950 since until 
his death, he retained right to change 
beneficiary or cancel policy. Since power 
was created after 1942, under Sec. 811 
(f), proceeds subject thereto were tax- 
able whether power exercised or not. 
Rev. Rul. 278, I.R.B. 1953-25, p. 32. 


Estate Tax: Commuted value of pay- 
ments made under deferred compensa- 
tion agreement includible in deceased 
employee’s estate. Decedent and em- 
ployer entered into agreement prior to 
October 8, 1949, providing for 120 
monthly payments upon retirement. If 
death occurred before retirement or 
after retirement but before payment of 
all installments, payments would be 
made to specified beneficiaries. Employ- 
ee’s rights were not terminable except for 
voluntary separation or discharge for 
dishonesty. Agreement could be modi- 
fied only by written consent of both. 

Since services of decedent were con- 
sideration for employer’s promise, em- 
ployee is considered as having made a 
transfer of property to _ beneficiaries. 
Decedent retained reversionary interest 
since all payments would be made to 
him if he survived retirement date and 
ten years thereafter. This interest ex- 
ceeded 5% of total value of property 
passing to beneficiaries. Thus, decedent 
made a transfer taking effect in posses- 
sion and enjoment at or after his death 
and the entire value thereof is includible 
in gross estate under Sec. 811(c) of 
Code. Rev. Rul. 260, I.R.B., 1953-24, p. 15. 















Estate Tax: Lump sum payment to 
widow of Alabama resident instead of 
dower does not qualify for marital de- 
duction. Under Alabama statute, real 
estate of decedent may be sold by order 
of court and widow may consent to such 
sale including her dower interest. If 
she does consent, court must award 
share of proceeds to widow as fair 
equivalent of dower interest. Alabama 
follows common law theory of dower. 
Wife receives life estate in part of hus- 
band’s lands on his death. She cannot 
compel sale of real estate and payment 
to her of share of proceeds but can only 
consent to such sale if court so orders. 
Thus, her interest is not a statutory 
share in lieu of dower under Sec. 812(e)- 
(3)(C) but as a life estate, is a non- 
deductible terminable interest under Sec. 
812(e)(1)(B). Subsequent conversion of 
such terminable interest to outright 
ownership of part of proceeds does not 
change character of estate. Rev. Rul. 279, 
I.R.B., 1953-25, p. 34. 


Internal Revenue Service is delegated 
authority to execute final agreements in 
tax settlements. Secretary Humphrey 
has delegated to Internal Revenue Service 
authority to execute final agreements in 
settlement of individual tax cases. This 
delegation, with prior delegations, gives 
Internal Revenue Service complete au- 
thority to close individual tax cases. 
Press Release, Nov. 19, 1953. 
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RECENT FIDUCIARY DECISIONS 


ASSETS — Administration — Direc- 
tions for Administration of Testa- 
mentary Trust in New York Pre- 
vents Removal of Funds to An- 
other State 


New York—Surrogate’s Court, New York Co. 
Matter of Firth, N.Y.L.J., Nov. 30, 1953. 


The testator, a resident of a foreign 
country, made his will in New York and 
directed that it be “construed and regu- 
lated” by the laws of New York. He em- 
powered the testamentary trustees, who 
were residents of Colorado, to invest in 
non-legals and also empowered them to 
designate their successors. The persons 
nominated by the testator renounced their 
appointment and letters of trusteeship 
were granted to the income beneficiary 
and another. One of the trustees sought 


a determination as to whether the power 
to invest in non-legals was exercisable 
by the acting trustees; and also permis- 
sion to move the trust fund to Pennsyl- 
vania where both of the trustees resided. 

HELD: (1) The power to invest in 
non-legals was not personal to the desig- 
nated trustees but is incidental to the 
office. 


(2) In directing that New York law 
should govern the administration of his 
estate, the testator subjected the assets 
of his estate to the laws of New York 
to the same extent as the assets of a 
resident decedent. 


The general rule is that a resident’s 
estate is to be administered in New York 
and the assets are to be kept in New 
York. Where the general rule has not 





CONTRIBUTING LEGAL EDITORS* 


ARIZ.: H. L. Divelbess—Gust, Rosenfeld, Divelbess, Robinette & Linton, Phoenix 
ARKANSAS: Philip H. Loh I1]—Attorney-at-law, Morrilton 

CALIFORNIA: Walter L. Nossaman—Brady, Nossaman & Paulston, Los Angeles 
COLORADO: Hubert D. Henry—Henry and Keating, Denver 

CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 
DELAWARE: Robert C. Barab—Attorney-at-Law, Wilmington 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 
FLORIDA: Warren L. Jones—Fleming, Jones Scott & Botts, Jacksonville 
GEORGIA: Furman Smith—Spalding, Sibley, Troutman & Kelley, Atlanta 
ILLINOIS: R. J. Frankenstein, Jr.—McDermott, Will & Emery, Chicago 
INDIANA: J. A. Alexander—Buschmann, Krieg, DeVault & Alexander, Indianapolis 
IOWA: Paul F. Ahlers—Stipp, Perry, Bannister, Carpenter & Ahlers, Des Moines 
KENTUCKY: Squire R. Ogden—Ogden, Galphin & Abell, Louisville 
LOUISIANA: John M. Wisdom—Wisdom & Stone, New Orleans 

MAINE: Robinson Verrill—Verrill, Dana, Walker, Philbrick & Whitehouse, Portland 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MICHIGAN: Lawrence S. King—Miller, Canfield, Paddock & Stone, Detroit 
MINNESOTA: J. E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 
MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Douglas, St. Louis 
NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW JERSEY: Samuel J. Foosaner—Foosaner & Saiber, Newark 


NEW MEXICO: See Arizona 


NEW YORK: Joseph Trachtman—Trachtman & Wolf, New York City 
NO. CAR.: H. Gardner Hudson—Ratcliff, Vaughn, Hudson & Ferrell, Winston-Salem 


NORTH DAKOTA: See South Dakota 


OHIO: R. P. Biechele—Assistant Counsel, The Cleveland Trust Company, Cleveland 
OKLA.: Bruce H. Johnson—Embry, Johnson, Crowe, Tolbert & Boxley, Okla. City 
OREGON: Clarence D. Phillips—Phillips, Coughlin, Buell & Phillips, Portland 
PENN.: E. C. Shapley Highley—Spiegel & Highley, Philadelphia 

RHODE IS.: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 
SOUTH DAKOTA: Alan L. Austin—Austin & Lovre, Watertown 

TENNESSEE: Charles C. Trabue, Jr.—Trabue & Sturdivant, Nashville 

TEXAS: Marvin K. Collie—Vinson, Elkins & Weems, Houston 

VIRGINIA: Ellsworth Wiltshire—Wiltshire & Rives, Richmond 

WASHINGTON: Lightner Smith—Attorney-at-Law, Seattle 

WISCONSIN: George J. Laikin—Attorney-at-Law, Milwaukee 

ONTARIO: L. G. Goodenough—Sinclair, Goodenough, Higginbottom & McDonnell 
QUEBEC: John Claxton—Dixon, Claxton, Senecal, Turnbull & Mitchell ; 


*This roster is published in the first issue of each volume. In other issues, reporting attorneys are listed. 


LLL LLL LLL 


68 


been applied, it was because a particular 
foreign jurisdiction was within the con- 
templation of the testator and thus it 
was the testator and not the fiduciary 
who selected the foreign jurisdiction. 
That is not the case here. The trustees 
want-the fund moved solely for their con- 
venience. Effective judicial control of 
the trust estate and the fiduciaries would 
be lost. 


Assets — Administration — Liquor 
License Transferred to Surviving 
Spouse Is Not Estate Asset 


Pennsylvania—Supreme Court 
Ryan Estate, 375 Pa. 42. 


Pursuant to a statute empowering 
liquor licensing authorities to transfer 
a license at death to the surviving spouse 
or to the personal representative or to 
a person designated by the latter, the 
widow as administratrix procured the 
transfer of the license to herself as sur- 
viving spouse. She operated the business 
for a few months using the stock and 
fixtures of decedent and then sold the 
business for $11,820 of which $10,000 
was attributable to the license. As ad- 
ministratrix, she accounted for some of 
the stock and fixtures but not the value 
of the license. In the inheritance tax 
appraisement, the license was valued at 
$5,000. The lower court surcharged her 
for the value of the license, sustained the 
inheritance tax appraisement, and sur- 
charged her for certain fixtures she 
claimed belonged to her. 


HELD: Reversed as to the surcharge 
of the license and the inheritance tax 
appraisement. The license terminated 
with decedent’s death. The transfer to 
the widow was a new license which was 
not an asset of the estate and did not 
not become am asset by the mingling of 
the estate’s assets with the widow’s in 
the conduct of the taproom. Her sale of 
the license does not alter the situation 
and the proceeds did not become assets 
of the estate. As for her use of estate 
assets for the operation of the business 
and as for the surcharge for the fixtures 
claimed by the widow, the case is re- 
turned to the lower court to make findings 
on these points. 


BaR RELATIONS — Who May Pre- 
pare Income Tax Returns 


Rhode Island—Supreme Court 
Rhode Island Bar Association v. Libutti, 100 A. 


(2d) 406. 

General Laws of Rhode Island 1938, 
Chapter 612, §43, prohibits the practice 
of law by anyone who is not a member 
of the Bar, and clause H, paragraph (7) 
provides that nothing in these sections 
shall be construed to limit or prevent any 
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certified public accountant or member of 
the American Institute of Accountants 
from preparing federal, state or munici- 
pal tax returns or advising in relation 
to their preparation. 


On a bill of complaint brought by the 
Committee on Illegal Practice of the Law 
of the Rhode Island Bar Association to 
enjoin and restrain the respondent from 
making out any form of income tax re- 
turns, except where the taxpayer’s in- 
come is entirely subject to withholding, 
is less than $5,000 and where the stan- 
dard form of deduction is used, it was 


HELD: The above statute enumerates 
the group of persons who are entitled to 
prepare income tax returns for others 
and to advise in relation to the prepara- 
tion of such returns. Since in this case 
the respondent admits he is not included 
within the enumerated group, he should 
be restrained from preparing income tax 
returns and advising on their prepara- 
tion, except as aforesaid. 


DISTRIBUTION — Alien’s Right to In- 
herit Denied Under German Law 


Oregon—Supreme Court 

State Land Board v. Brownell, decided Nov. 

12, 1953. 

The will of Krachler, who died in 
1943 in Portland, was admitted to pro- 
bate in Multnomah County, and Letters 
Testamentary issued to Beckman, named 
in the will as executor and trustee for 
Marie Unsold, a resident and citizen 
of Germany and legatee under the will. 
After filing a Supplemental Final Ac- 
count, the executor died and a bank was 
appointed administrator de bonis non 
and trustee. 


On February 17, 1950, the State of 
Oregon by the State Land Board filed a 
petition seeking a decree that Krachler 
died without legal heirs capable of in- 
heriting the proceeds of the estate and 
praying that the estate be escheated to 
the State of Oregon. The Attorney Gen- 
eral of the United States filed in the 
same proceeding an answer alleging that 
the German beneficiaries under the will 
were capable of inheriting under the law 
of Oregon and asserted that the Attorney 


General of the United States was suc- 
cessor to the Alien Property Custodian 
and had become the owner of all the 
rights of the German beneficiaries under 
the will by virtue of Vesting Order No. 
4887 issued by the Alien Property Cus- 
todian. Thereafter by leave of court Hag- 
maier filed a petition in intervention, 
claiming the estate as the sole heir of 
the testator. 


The Circuit Court for Multnomah 
County dismissed the petition of the 
State of Oregon and the petition of the 
Intervener and granted the petition of 
the Attorney General of the United 
States for distribution to him of the as- 
sets of the estate. 


HELD: Reversed and remanded. Sec. 
61-107 O.C.L.A. only permits aliens to 
inherit personal property in Oregon in 
the same manner in which citizens of 
the United States could inherit property 
in the country in which said alien lived. 
(The Supreme Court distinguished this 
statute from a somewhat similar statute 
in California and many California de- 
cisions involving a somewhat similar 
question.) The German statutes in ef- 
fect at the time of the death of the de- 
ceased, and the broad powers of decree 
by the Nazi regime, permitted and au- 
thorized discriminations against Amer- 
ican citizens with respect to inheritances 
and unjustly discriminated against 
American citizens as legatees in common 
with like discriminations against German 
legatees. 


Since the Hitler System did not pro- 
vide a reciprocal right as provided by 
the Oregon statute, the cause is re- 
manded to the Circuit Court to deter- 
mine the rights as between the State of 
Oregon claiming the property as an 
escheat and the intervener as an alleged 
American citizen and heir of Krachler. 


EXPENSES — Trust Not Chargeable 
with Legal Expenses Incurred by 
Trustee in Defending Misconduct 


California—District Court of Appeal 


Estate of Vokal, 121 A.C.A. 295, Nov. 13, 
1953. 


The appellant, one of two trustees of 
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a testamentary trust, filed a petition for 
$12,000 for attorney’s fees for services 
to the trust. The beneficiaries of the 
trust and the co-trustee objected and 
appellant employed an attorney to defend 
his claim to such fees. Petition for allow- 
ances of fees incurred in defending the 
claim was denied. 


HELD: Affirmed. Appellant’s claim for 
fees, which the Court found to be un- 
justified, placed him in a position of 
acting contrary to the best interests of 
his beneficiaries. Appellant’s employment 
of an attorney to assert an unjust claim 
against the trust was a disservice tc 
the trust and he is not entitled to a 
reimbursement for expenses so incurred. 
A trustee who is an attorney cannot 
claim extra compensation for legal ser- 
vices which he himself performs for the 
trust. 


PERPETUITIES — Remainder to be 
Held in Trust Until Remainder- 
man Attain Age 28 Valid Only 
During Remainderman’s Minority 
New York—Surrogate’s Court, New York Co. 
Matter of Weare, N.Y.L.J., Nov. 25, 1953. 


Upon the death of the testator’s son, 
principal was directed to be paid over 
to his surviving issue; but if any such 
remainderman was a minor, the trustee 
was directed to hold the minor’s share in 
trust until the minor attained the age 
of 28 years, “in each case where this is 
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lawful.” There was no limitation over 
if the minor died before attaining the 
age of 28 years. 


The testator’s son died leaving one 
child over 21 and another under 21, the 
latter having been born after the testa- 
tor’s death. It was contended that the 
continuance of the trust for the latter 
child was invalid and that there was 
intestacy as to the entire remainder. 


HELD: The remainder is absolutely 
vested in the minor grandchild. The at- 
tempted trust is only valid for the grand- 
child’s minority, and the provision for 
continuance beyond that date will be 
excised. 


Powers — Foreign — Non-resident 
Bank May Act as Ancillary Admin- 
istrator 


New Mexico—Supreme Court 
In re Armijo’s Will, 261 P. (2d) 833. 


Decedent died a resident of Illinois, 
but leaving considerable estate in New 
Mexico. In 1952, she was admitted to a 
sanatarium in Elgin, Illinois. To meet 
a requirement for admission to the sana- 
tarium, a formal insanity proceeding 
was had in which decedent was adjudged 
insane. The day prior to this adjudica- 
tion, decedent stated she wanted to make 
a will and she expressed the same wish 
on the day of the hearing, at which time 
to reassure decedent, evidently after the 
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the hearing, the terms of the will were 
written down as she dictated them and 
the document was signed and witnessed. 
This instrument was taken to New Mex- 
ico, where it was kept and, after de- 
cedent’s death, offered for probate. 


First National Bank of Elgin was ap- 
pointed administrator in Illinois, and 
filed objections to the probate of the will 
upon the ground decedent was of un- 
sound mind when the proposed will was 
made. The Court denied probate, and 
pursuant to statute, appointed the execu- 
trix to act pending final termination of 
the matter. The matter was removed to 
the District Court, which held the pur- 
ported will invalid, revoked the appoint- 
ment of the executrix, and appointed 
the bank as ancillary administrator. 


HELD: Affirmed. Adjudication of in- 
sanity does not preclude person making 
a valid will although it raises a pre- 
sumption of incapacity. Sec. 33-203 
N.M.S.A. 1941, permits a non-resident 
to act as ancillary administrator, subject 
to compliance with the requirements of 
that Act. A National Bank, domiciled in 
Illinois and authorized to act in a fidu- 
ciary capacity, may act as ancillary ad- 
ministrator in New Mexico. Federal 
Government is only one that can question 
validity of Act as beyond power of a 
National Bank. It could not be said that 
trial court’s finding had no substantial 
evidence to support it. 


PowErs — Limitations — Remaining 
Executor’s Power to Sell Real Es- 
tate 


Maine—Supreme Judicial Court 
Davis v. Scavone, 149 Maine 189. 


Testatrix authorized her executors to 
sell real estate owned at her decease as 
they might deem it advisable in the 
settlement of her estate. Two executors 
were named, but one declined to serve 
and failed to qualify. The remaining 
executor, in settling the estate, executed 
and delivered a deed of the real estate. 
The principal question was whether the 
sole qualifying executor, being less than 
all the executors named in the will, could 
execute a power given to the executors. 


HELD: The single qualifying execu- 
tor could validly exercise the power and 
give a deed. The power was a naked 
power as distinguished from a power 
coupled with an interest and did not re- 
pose a personal confidence in the execu- 
tors. Legal title to the real estate vested 
in the devisees subject to being divested 
upon execution of the power. 


SPOUSE’s RIGHTS — Election Where 
Charitable Remainder Void 


Pennsylvania—Supreme Court 
Biddle Estate, 375 Pa. 189. 


Testator died in 1926 ten days after 
he executed his will. He created a trust 
of his residuary estate for his widow 
for life with remainder to charity. The 
remainder was void because the will 
was not executed more than 30 days be- 
fore his death. His next of kin were his 
widow and his parents. The widow 
elected to take under the will, without 
prejudice however to any estate that 
might have vested in her by reason of 
the void remainders. Testator’s parents 
died in widow’s lifetime. 


After the widow’s death, her executrix 
claimed an intestate share of the prin- 
cipal of the trust. The lower court al- 
lowed the claim and the owner of the 
parent’s interest appealed. 


HELD: Affirmed. The void remainders 
resulted in an intestacy and the distri- 
bution of the intestate portion was not 
through the will but under the law. The 
widow’s election referred only to the life 
estate under the will and was without 
prejudice to her rights in the intestate 
portion of the estate. 


SPOUSE’s RIGHTS — Voidable Mar- 
riage Not Subject to Contest by 
Heirs After Death of Intestate 


Arkansas—Supreme Court 
261 S.W. (2d) 412. 


This was an action by a deceased wife’s 
grandchildren, who were her direct heirs, 
against her husband, to enjoin him from 
claiming curtesy in the estate of the 
wife, on the ground that the marriage 
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was void because of the wife’s mental 
condition at the time of the marriage. 


HELD: Even if the wife had been in- 
competent at the time of the marriage, 
the grandchildren could not attack the 
marriage after her death. 









SPOUSE’S RIGHTS —- Widow Not Per- 
mitted to Impeach Antenuptial 
Agreement 







Pennsylvania—Supreme Court 
Snyder Estate, 375 Pa. 185. 






Decedent and his widow applied for a 
marriage license on November 17, 1947. 
On the same day, both signed an ante- 
nuptial agreement in which it was re- 
cited that both parties had been married 
before and had living children, that they 
recognized the natural right of such 
children to inherit the estate of their re- 
spective parents, that each had made a 
full and frank disclosure of his or her 
property and that each had been advised 
of his or her rights in event of their 
marriage. The agreement contained 
mutual releases of interest of each in 
the estate of the other. The parties were 
married on November 23, 1947. 















Decedent died in 1951. His will left 
nothing to the widow. She elected to take 
against it and filed a petition for the 
family exemption. At the hearing, the 
lower court permitted her to testify that 
she did not read the agreement and did 
not know what property her intended 
husband had. The attorney for the estate 
cross-examined her. The court in its 
opinion, however, decided that she was 
an incompetent witness under the Act 
of 1887 and disregarded her testimony. 
The court then dismissed the petition and 
struck off the election. 











HELD: Affirmed. The recital in the 
agreement is prima facie evidence that a 
full and fair disclosure was made. The 
testimony of the wife was properly dis- 
regarded, leaving nothing to impeach the 
agreement. The cross-examination of the 
widow did not make her a competent wit- 
ness. 










SpousE’s RIGHTS — Widow’s Right 
to Family Allowance not Vested 
Interest 


California—District Court of Appeal 

Estate of Blair, 121 A.C.A. 259 (Nov. 12, 

1953) ). 

Alfred Blair died in July, 1950, leaving 
surviving his widow Susan and two adult 
children. The widow was declared incom- 
petent in August, 1950, and died in May, 
1951. No application was made for family 
allowance to the widow during her life- 
time, but her administratrix filed a peti- 
tion and the court granted a family al- 
lowance of $500 per month for the period 
Mrs. Blair lived after her husband’s 
death. Alfred’s heirs challenged the order 
on the ground the court had no jurisdic- 
tion. 


HELD: Reversed. Right to allowance 
expires with the person to whom the al- 
lowance might have been made. 


NOTE: This case is authority, if any 
authority is needed, for the view that 
Revenue Ruling 83, recently isused, hold- 
ing that a widow’s allowance receives the 
benefit of marital deduction where her 
interest is vested, is not applicable in 
California. 


SPOUSE’s RIGHTS — Allowance to 
Family in Discretion of Court 


Washington—Supreme Court 
Re Bernow’s Estate, 143 Wash. Dec. 341. 


The probate code provides for the set- 
ting aside of certain property for the 
support of a surviving spouse and minor 
children if application therefor be made, 
and that the Court “. .. may make such 
further reasonable allowance of cash out 
of the estate as may be necessary for 
the maintenance of the family according 
to their circumstances .. .” In this case, 
the widow was allowed $300 per month 
by an ex parte order, pursuant to the 
quoted provisions of the code. After three 
payments had been made, one of the 
residuary legatees moved to modify the 
order, and a showing was made that 
during the decedent’s lifetime the widow 
received $60 per month for her require- 
ments. Under the will, the widow will re- 
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ceive more than $25,000 out of a $38,000 
estate, $9,000 will pass to grandchildren 
and the residue is left to decedent’s six 
children by a former marriage. Among 
the items listed by the widow in justifi- 
cation for the allowance of $300 per 
month was $600 for a Television set 
purchased after decedent’s death. The 
Trial Court reduced the monthly pay- 
ments to $100 and limited the payments 
to five additional months. 


HELD: Affirmed. The making of the 
award and the amount thereof are discre- 
tionary. The Trial Court did not abuse 
its discretion in reducing and limiting 
the monthly payments. 


TAXATION — Estate & Inheritance — 
Executor is not “Person Aggrieved” 
by Inheritance Tax Assessment 


United States—Court of Appeals, D. of C. 
National Bank of Washington v. District of 
Columbia, No. 11,562, decided Dec. 10, 1953. 
Under provisions of testator’s will his 

wife was entitled to receive certain 
shares of stock. The Bank as Executor 
filed an inheritance tax return showing 
market value of stock to be $122.70 per 
share. The Assessor valued the stock at 
$350 per share and imposed a tax on that 
basis. The “Bank paid the tax under pro- 
test and filed with the Tax Court a 
petition for redetermination. 
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The Tax Court affirmed the decision 
of the Assessor and the Bank petitioned 
the Court of Appeals for review. The 
Respondent filed a motion to dismiss 
upon the ground that the Bank as execu- 
tor was not a “person aggrieved” by the 
assessment within the meaning of the 
pertinent statute (D. C. Code, Title 47, 
Section 2403 (1951). 


HELD: Motion to dismiss granted. 
Since the local inheritance tax is a duty 
laid upon the privilege of taking property 
by descent and is therefore payable by 
the wife and not by the estate, the Bank 
as executor is not a “person aggrieved” 
in its representative capacity. Since the 
tax was paid by the wife, the individual 
interests of the Bank are not directly 
affected by the alleged overassessment. 
Since the Bank as executor was not a 
“person aggrieved” by the overassess- 
ment either in its representative or per- 
sonal capacity, and since the wife did not 
appeal to the Tax Court, the necessary 
party to the appeal was lacking and the 
court therefore lacked jurisdiction. 


WILLs — Probate — Admission De- 
nied Where Decedent Signed Will 
Intended for His Wife and Vice 
Versa 


New York—Surrogate’s Court, Westchester Co. 
Matter of Fisher, N.Y.L.J., Nov. 27, 1953. 


Parallel wills were prepared for the 
decedent and his wife, in which each 
named the other sole beneficiary and 
executor. In the presence of the same 
witnesses and by mistake, the decedent 
signed the will intended for his wife’s 
signature and she signed the will in- 
tended for his. The instruments which 
each should have signed were then de- 
livered to the other. 


The wife, with the intention of revoca- 
tion, destroyed by tearing the instrument 
which bore her husband’s signature but 
which had been prepared for execution by 
her. The contents of the instrument sub- 
scribed by the husband and destroyed by 
the wife were established by a carbon 
copy and the testimony of a subscribing 
witness. The copy was incorrectly con- 
formed — as if the original had been 
signed by the husband. 


HELD: Probate is denied. The instru- 
ment executed by the husband was not 
the instrument which he intended to 
execute as his will. 


WILLs — Probate — Duplicate Exe- 
cuted Will Admitted Although Or- 
iginal not Found 


Wisconsin—Supreme Court 
In re Donigian’s Will, 60 N.W. (2d) 732. 


Testator executed three identical wills, 
one of which he took home and the others 
hée left with his attorney. One of the 
latter copies was offered for probate, 
which was contested by testator’s nephew 
who had lived with and cared for him 
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some months prior to his death. The 
nephew, who was a legatee but would 
take the entire estate as heir, alleged that 
he had made a diligent search among 
testator’s effects after his death but 
could not find the copy of the will re- 
tained by decedent. The trial court held 
that failure to find a will known to have 
been in the possession of the testator 
when last seen created a presumption 
that he had destroyed it with intent to 
revoke it; that proponent’s evidence was 
insufficient to overcome the presump- 
tion; and that the revocation extended to 
the other two copies. 


HELD: Reversed and remanded with 
instructions to admit will to probate. 
While it has not previously been directly 
held in this state that revocation of one 
of several duly executed identical wills 
by destruction extends to the others, it 
is now so held. Admissibility of a dupli- 
cate depends upon whether or not testator 


revoked the retained copy. The court be- 
low was in error in ruling that evidence 
clear and strong and greater than a 
mere preponderance was required to over. 
come the presumption. Some evidence to 
the contrary is all that is needed to re. 
move the presumption. 


It is not necessary here to remand 
with directions to re-examine the evi- 
dence because the record is such that a 
decision may be reached as a matter of 
law. It was clearly shown that within 
three weeks of testator’s death he had 
expressed satisfaction with the terms of 
this latest of a long series of wills and 
there was no evidence of any subsequent 
change in circumstance or attitude. 
Whatever virtue arises out of the pre- 
sumption created by a failure to find, 
is seriously impaired when it depends on 
a search made by those whose interests 
will be diminished by production of the 
will. 
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